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REPORT BY SENATOR HUGH BUTLER ON THE TRUST 
TERRITORY OF THE PACIFIC ISLANDS 


To the Members of the Senate Interior and Insular A ffairs Committee: 


Pursuant to the authorization of the full committee in the 82d 
Congress, I made an official inspection trip during November and 
De cen ber . 1952 to the Pacific to obtain firsthand information on the 
is! ands of tl Trust i if rritory, Hawa and ruam Prior to tl 


i ic 


election, the ‘thes chairman wrote each me mbe r of the committee a 
per sonal letter, outlining the ra oer per s of the committee for the 


area and urging each to visit it and obtain firsthand knowledge of 
conditions and seein. In addition, I talked personally with « of 
the members that I was able to reach. However, no other member 
of the committee was able to accompany me on the trip. 


On the trip, I took with me as committee investigators the present 
chief clerk of the committee, Kirkley 5. Coulter, who has also been 
my legislative assistant for a number of years, and Stewart French, 
counsel to the committee, who is a specialist in territorial matters. 

In the course of this inspection trip, | or my two investigators, 
visited many parts of the Territory of Hawaii, including the 4 major 
islands; the Office of the High Commissioner of the United States 
Trust Territory of the Pacific in aphsgicee and 4 of the district 
centers in the Ty ust T rrivory itself, ‘Il as several of the small 
islands; and, very briefly, Guam. The visite of Mr. Coulter and Mr. 
French to Guam were merely stopovers and too brief to permit any 
kind of detailed, objective study of the situation there. This report 
will be limited to observations and recommendations with respect 
to the situation in the Trust Territory. My report on my observations 
in Hawaii is to be made at another time. 

Since my return, a new High Commissioner, Mr. Frank Midkiff, 
has been appointed, and various other developments have occurred 


with respe t to some of the programs and activities covered in this 
report. In a few cases, it has been possible to imcorporate facts 
regarding such developments in this report, but in the main it is based 
on observations at the time of the trip. In particular, High Com- 
missioner Midkiff has developed in broad outlines a program for the 
next 10 vears and a philosophy of government which deserve serious 


consideration. 


REASONS FOR INSPECTION TRIP 


The primary reason for the inspection trip through the United 
States Trust Territory of the Pacific was the necessity for developing 

a proposed organic act for congressional consideration. By the terms 
of the 1953 Interior Department Appropriations Aet (Public Law 470, 
82d Cong.), no additional moneys are to be appropriated for the 
administration of this area without specific authorization in law. 
Furthermore, it has been standard American practice for many years 
to provide basic organic legislation for any territory under our jurisdic- 
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tion, in order to have a legal framework for our conduct of the govern- 
ment there 

\ further reason for the trip was created by the proviso, also con- 
tained in the 1953 Interior Appropriations Act, requiring that all 
operations of the Island Trading Company (ITC) be brought to an 
end and completely liquidated by the end of calendar 1953. 

In addition, it is felt that it is a part of the responsibility of this 
committee to familiarize itself with the administrative program and 
legislative problems faced by each governmental agency under its 
legislative jurisdiction. 

GEOGRAPHY 


The Trust Territory of the Pacific Islands is composed of all those 
islands located in the western Pacific north of the equator, formerly 
included within the Japanese Mandate from the League of Nations. 
The islands form three groups: The Marshalls, the Carolinas, and 
the Marianas, less Guam. ‘The territory, stretching from latitude 1° 
to 20° north, and from longitude 130° to 170° east, covers some 3 
million square miles, and all the islands in this large area are included 
within the Trust Territory except Guam, which has been a United 
States possession since 1898. The area contains 96 distinct atolls or 
units composed of 2,141 individual islands which have a combined 
land area of approximately 687 square miles. It will be seen, there- 
fore, that the land area of this zone amounts to barely two one- 
hundreths of 1 percent of the total area, The extreme distance east 
and west is 2,727 statute miles, and the extreme distance north and 
south is 1,477 statute miles, 

The total indigenous population of all these islands added together 
amounted to only 57,037 according to testimony in the House Appro- 
priations hearings. Of these 5 cue the populations of Saipan and 
Tinian, had been placed under Navy jurisdiction by the President’s 
Executive order on January 1, 1953. 


HISTORY 


Discovery of these islands by the western world first occurred when 
Magellan sighted Guam in 1520, but it was several centuries before 
there was any real effort by any western power to take firm control 
of most of them. Until the latter part of the 19th century, Spain 
claimed a vague jurisdiction over the various island groups, but in 
1885 Germany secured a protectorate over the Marshalls. The same 
year Spanish sovereignty was confirmed over the Carolines and 
Marianas. 

[In 1898 the United States secured the island of Guam and, as a 
result, the next year Spain decided to withdraw from the Pacific and 
sold the remaining Marianas and the Carolines to Germany. German 
control of the area lasted until 1914 when Japan took military pos- 
session of them and Japanese control was confirmed in the form of a 
mandate from the League of Nations in 1920. 

During World War II, United States forces occupied various of 
the islands in the course of our Pacifie campaign, and our jurisdiction 
of them was confirmed in the form of a United Nations trusteeship, 
which was approved by the l inited Nations and ratified by Congress 
in 1947. In this connection, it should be noted that our primary 
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title to the islands rests on force of arms, and that the United Nations 
Trusteeship Agreement represents little more than ratification of a 
fait accompli. It is hard to see what else the United Nations could 
have done other than ratify the agreement. Certainly we would 
never have accepted any decision to the contrary. 

It will be seen that in little over half a century many of the islands 
have been under the control of four separate powers—Spain, Germany, 
Japan, and the United States. This history of frequent change in 
the administering authority has resulted in frequent changes in policy 
as far as the Micronesians are concerned, and has contributed to the 
problems with which we must cope there. 

During and after the war, the United States jurisdiction over the 
area was exercised by the Navy Department until July 1, 1951, when 
control was transferred to the Department of the Interior by Presi- 
dential order. 

DESCRIPTION OF THE PHYSICAL SETUP 


The most striking element in the situation from the standpoint of 
administration is the vast distance which separates the islands from 
each other and the comparatively small populations on the various 
islands, whose governmental needs must be taken care of. The Trust 
Territory has been compared to the situation of a man who controls 
several hundred 640-acre farms scattered over an area the size of the 
United States and separated each from the other by several hundred 
miles of water. The comparison is very apt. As a result, one of the 
principal jobs of the administration of the area is to maintain com- 
munications, transportation, and administrative supervision over and 


among the various islands on as inexpensive a basis as possible. 


ADMINISTRATIVE FRAMEWORK 


To cope with this situation, the government of the Trust Territory 
has established an administrative framework, composed of the office 
of the High Commissioner and his staff, now stationed outside the 
Trust Territory at Honolulu, Hawaii, and six administrative districts 
within the area (of which one, the Saipan district, has largely been 
transferred to Navy administration). In each of these districts, a 
district administration is located on one of the principal islands of the 
district. Governmental functions in the field are conducted from 
such district centers. Virtually all of the United States personnel in 
the field are stationed in such district centers. 

Such personnel necessarily include the district administrator and 
his assistants, communications people, and those engaged in perform- 
ing health, educational, law enforcement, and judicial functions. Also 
the business center for the district is located here and the district 
center is generally the only point at which planes and interdistrict 
ships stop. 

In addition to personnel carrying on the above functions, there are 
in each case a number of both white and native personnel engaged in 
supplying the utilities and services commonly demanded or expected 
by white persons, such as electricity, water, telephone service, and the 
like. As a result of the concentration of these various functions at & 
single point, a small American colony is created in each district center. 

Outside of the district center, medical and educational services are 
furnished generally by native personnel. Virtually their only contact 
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with the white man’s government is provided through the periodic 


visits of the district station vessel, 


one of which is stationed in each 


district, which several times a year attempts to make a tour reaching 
each of the outlying islands and localities. 


AMERICAN SECURITY 


IN THE 


PACIFIC 


When these islands of the Pacific came into our hands during World 


War II, it was the strong feeling of our Government 
by the entire Nation, 
held by hostile hands. 
by the Japanese were undoubtedly major { 


Japanese to hold us off for so long. 


Our principal interest in the islands is undoubtedly security. 


, Shared, I believe, 


that never again should we allow them to be 
The possession and —— of the islands 


actors in permitting the 


From 


the security standpoint our major interest apparently lies in the idea 


of preventing any other nation from using them against us. 


In other 


words, the Defense Department does not so much want to fortify the 
but rather to make sure no other nation fortifies 


islands 
them against us. 


Today, 


for our use, 


there are only 1 or 2 
including the airbase at Kwajalein. 


military installations in the entire area 
The Atomic Energy Commission 


makes use of certain atolls such as Bikini and Eniwetok for experi- 


ments. 


with respect to Tinian and Saipan, 


In addition, the Defense Department may have some plans 


publicly revealed. 


contemplated use for the isl ids so far as is publicly known. 


Other than 


that, 


but these plans have not been 


there is no military use or 


As 


stated above, our Government’s primary purpose in controlling them 
is simply to make sure that no other nation will be able to fortify 
them against us. 

I believe it should be made categorically clear to all concerned that 
the United States Government must for security reasons retain abso- 
lute control of this entire area forever, or for as far as we can see in 
Under present conditions, the area is definitely 


the distant future. 
not an economic asset to the United States. 
places a cost upon the Federal Government, but this 
insignificance when compared with its strategic importance. 

islands were purchased at the cost of much blood and treasure. 


its administration 
fact pales into 
The 

It 


In fact, 


is inconceivable that they should ever be allowed to pass into the hands 


of any other nation, either hostile or friendly. 


We can well afford to 


shoulder the cost of administering certain governmental functions as 
a part of the price we must pay to maintain our security in the Pacific. 
While in Honolulu and subsequently I have had an opportunity to 


discuss these security problems with both Adm. 
commander in chief of the Pacific, and now Chairman of our 


Arthur Radford, the 


Joint 


Chiefs of Staff, and with the recently appointed High Commissioner, 


the Honorable Frank E. 
greatest value in helping 
security conditions. 


Midkiff. 


me to appreciate the significance of these 


These 


discussions were of the 


The question naturally arises whether our security purposes in the 
Pacific require that administration of the ‘Trust Territory be placed in 


the hands of the Navy. 


It has been pointed out above that the De- 


partment of Defense makes very little use of the islands for the loca- 
defense installations. 


tion 


particularly pressing, islands or parts 


of 


Where 


security considerations are 
of islands should appropri- 
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ately be transferred to the Navy. That was done with respect to 
Tinian and Saipan under the President’s Executive order effective 
January 1, 1953. It could be done with other islands or groups 
whenever security needs become paramount. 

On the other hand, there are considered to be certain advantages 
to having civilian administration, particularly from the standpoint 
of indigenous welfare. Although naval planes and vessels do now 
patrol the area for security reasons, it has not been shown that the 
Navy could take over governmental functions in the area at any 
savings in cost compared with the expense of operation under the 
Interior Department. From the standpoint of economical adminis- 
tration, the record of the Interior Department appears to have been 
good. 

Certainly, so long as administration is in the hands of a civilian 
government, that government will have to recognize clearly the para- 
mount importance of security considerations. It is a pleasure to be 
able to report that High Commissioner Midkiff fully understands this 
fact and definitely intends to cooperate with those charged with our 
security in the Pacific. 

Since issuance of the Executive order transferring administrative 
jurisdiction of Saipan and Tinian to the Navy, discussions have been 
held between representatives of the Navy and Interior Departments 
with respect to the best means of administering civil governmental 
programs on the other islands of the northern Marianas lying in a 
chain to the north of Guam. These comprise a number of small 
islands of which four, Rota, Alamagan, Agrihan, and Pagan are in- 
habited. It is understood that a tentative agreement between the 
two Departments has been reached under which jurisdiction over all 
the islands of this small group with one exception will be transferred 
to Navy, for administration along with Saipan and Tinian. Under 
this proposal, the island of Rota (population 753) would remain under 
Interior jurisdiction, and the civil governmental programs there 
(health, education, law enforcement, and the like) would be admin- 
istered locally under supervision of the Trust Territory government 
liaison office in Guam. 

It is difficult to see how such an arrangement can conduce to 
economical or efficient conduct and supervision of government pro- 
grams on Rota. The liaison office at Guam is not staffed to provide 
adequate supervision of the various governmental programs to be 
conducted on a single tiny island, nor is it possible to justify an ex- 
pansion of the Guam oflice for that purpose. The inhabitants of 
Rota are of the same racial and linguistic stock as those of the other 
northern Marianas. It is my feeling that if Navy is to have respon- 
sibility for the other islands of the northern Marianas, Rota should 
likewise be transferred to Navy jurisdiction. 


LONG-RANGE GOALS FOR THE INDIGENOUS POPULATION 


In addition to our military and naval interest in these islands, 
America must accept another aim in its administration of them— 
the long-range advancement of the indigenous population under the 
United Nations trusteeship. Article 6 of the U. N. trusteeship agree- 
ment reads as follows: 


35199—53——_2 
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ARTICLE 6 

In discharging its obligations under article 76 (b) of the charter, the administer- 
ing authority shall: 

1. Foster the de en of such political institutions as are suited to the 
trust territory and shall promote the development of the inhabitants of the trust 
territory toward self-government or independence as may be appropriate to the 
particular circumstances of the trust territory and its peoples and the freely ex- 
pressed wishes of the peoples concerned; and to this end shall give to the inhabit- 
ants of the trust territory a progressively increasing share in the administrative 
services in the territory; shall develop their participation in government; shall 
give due recognition to the customs of the inhabitants in providing a system of law 
for the territory; and shall take other appropriate measures toward these ends; 

2. Promote the economic advancement and self-sufficiency of the inhabitants, 
and to this end shall regulate the use of natural resources; encourage the develop- 
ment of fisheries, agriculture, and industries; protect the inhabitants against the 
loss of their lands and resources; and improve the means of transportation and 
communication, 


2 


3. Promote the social advancement of the inhabitants and to this end shall 
protect the rights and fundamental freedoms of all elements of the population 
without discrimination; protect the health of the inhabitants; control the traffic 
in arms and ammunition, opium, and other dangerous drugs, and alcoholic and 
other spirituous beverages; and institute such other regulations as may be neces- 
sary to protect the inhabitants against social abuses; and 

$4. Promote the educational advancement of the inhabitants, and to this end 
shall take steps toward the establishment of a general system of elementary 
education; facilitate the vocational and cultural advancement of the population; 
and shall encourage qualified students to pursue higher education, including train- 
ing on the professional level. 

From the above it is clear that this Nation has accepted important 
and far-reaching responsibilities in such fields as health, education, 
and political and economic development. To carry out those respon- 
sibilities, the Trust Territory government has developed programs 
along such lines on a rather large scale compared with anything in the 
past experience of the Micronesians. The conduct of these programs is 
discussed in some detail in later sections of this report. However, 
before plunging into that discussion, it might be well for us to attempt 
to clarify in our own minds just what we expect or hope to accomplish 
for the benefit of the indigenous population. 


POLITICAL STATUS OF THE INDIGENES 


It should be clearly understood that although the indigenes of the 
Trust Territory are subject to United States jurisdiction and control, 
they are not citizens of the United States and it is not contemplated 
that they will ever acquire such status en bloc. They are citizens of 
the Trust Territory of the Pacific Islands. From an immigration 
standpoint any indigene desiring to enter this country is treated like 
an alien from any other nation. Citizens of the Trust Territory may 
receive visitors’ visas, student visas, and the like, just like the citizens 
of any other nation. There is an immigration quota into this country 
of 100, the minimum immigration quota ‘for each nation under our laws. 

Under our United Nations trusteeship, we have accepted an obli- 
gation to help the indigenes advance toward self-government, and 
possibly toward independence. We have accepted no obligation ever 
to grant them statehood, or incorporated territorial status, or American 
citizenship. We should not do so. It is not believed that the indi- 
genes have any such aspirations or desires anyhow. 
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CULTURAL DEVELOPMENT OF THE INDIGENOUS 


Throughout the Pacific and even in the United States, a controversy 
rages with respect to the proper goal for the native populations of 
such areas as the United States Trust Territory. Historically, when 
the white man has come to uncivilized areas he has brought his 
civilization, his religion, his economic and financial institutions, and 
his way of life with him. By the superior drive of his culture, he has 
introduced or imposed these institutions and concepts on the native 
population to a greater or lesser degree. Looking back over the record 
of the last century or two, many sincere people have come to wonder 
whether the imposition of a foreign culture has really benefited the 
native population of those areas. One hundred years ago, it was 
fashionable to talk of the benefits of civilization and to speak of the 
white man’s burden, yet today there is grave question whether that 
civilization is a benefit to a native group which has developed its 
own way of life. 

Thus it is frequently argued that we should leave the indigenes 
alone and refrain from teaching them the white man’s way which 
may only disrupt the native culture, create new wants which cannot 
be satisfied, and create a state of unhappy tension and unrest among 
an indigenous group which formerly lived a relaxed, satisfying life in 
balance with the economic assets of the particular areas and the state 
of cultural attainment of the people. 

In other words, the question is often asked “Instead of giving them 
modern medicine, education, modern economic incentives, and gadgets, 
why don’t we just leave them alone? They are happy. Why do we 
bother them?” 

The difficulty with this line of argument is that it attempts to 
prevent the inevitable and to deprive the indigenes of elements of our 
culture which he voluntarily adopts when he finds out about them. 
For example, in the areas visited by the committee’s investigators, 
primarily areas in close proximity to the installations of the territorial 
government, it has become common practice among the natives to 
use galvanized steel for roofing their houses instead of the historic 
thatch, the frond of the pandanus, which grows wild in great pro- 
fusion. Such steel roofing is generally available from the surplus or 
junk left by our military forces during the war. In many cases, also, 
the walls of the native huts are made of a similar material. 

The natives have not been instructed or encouraged to substitute 
such materials for their native materials. They have simply dis- 
covered that it is easier—less work— to make a roof out of sheets of 
galvanized steel than out of thatch. It may be less picturesque to 
the eye of a white man but to the indigenes it represents progress, 
and it does provide them a system of fre sh-water catchment which in 
sarlier days was not available. On the low islands this is almost a 
vital provision. It is not apparent how the natives could be prevented 
from using such materials anyway. 

It should be realized that when we acquired these islands, a process 
of acculturation to western civilization had already been under way 
for many years. In fact, under Japanese rule, the impact of Japanese 
culture and economics was far more extensive and intensive than ours 
is or promises to be. 









































‘S rRUST TERRITORY OF THE PACIFIC ISLANDS 


In many parts of the area the indigenes had been employed by the 
Navy, and before that by the Japanese for cash wages, and as & 
result abandoned the habit of growing their own food supplies. 
Apparently, many of them acquired a taste for canned sardines and 
rice which they would buy with their wages. ‘Today, they prefer 
such a diet and there is no obvious way to persuade them to go back 
to coconuts and taro. When they produce coconuts, they would 
rather use them for the production of copra which is then sold for 
money with which to buy such imported foods and other desired trade 
vroods 

This partial adoption of a foreign culture may not have contributed 
to the happiness of the indigenous population very much, but there 
is no obvious way to force them to go back to the old ways. In fact, 
there is really no way to prevent this trend from continuing on its 
own momentum, regardless of what we do. Acculturation of the 


natives does not proceed only through the schools. As was the case 
under Japanese rule, when the Japanese outnumbered the Micro- 
nesians, the trend continues today. The whole apparatus of our 


Government subjects the indigenes to all sorts of new ideas and 
attitudes which are apt to attract his interest and lead him to imitate 
them 

An argument can be made, however, in favor of slowing down the 
pace of acculturation. There is nothing to be gained by encouraging 
the adoption of the canned sardine-rice diet more wide ly. There is 
nothing to be gained by encouraging the indigene to go altogether on 
to a cash economy. For most of them, their needs are simple. On 
most of the islands, there is adequate land for the production of a 
food supply for the entire population 

It would be wise to avoid building up any larger Government estab- 
lishment than absolutely necessary to meet the most essential needs. 
The only way to slow down indigenous adoption of western ideas 
and attitudes and the material goods that go with them is to hold 
to a minimum these contacts with the white man’s manner of living. 


MISSION ACTIVITY 


No discussion of the cultural condition of the indigenes would be 
complete without a mention of the achievements of American and 
other missionary activities in the islands. It may come as a surprise to 
many people to know that the overwhelming majority of the natives 
are Christians of various denominations, and they held firm to their 
faith all during the period of Japanese rule. There may be doubt 
about many of the so-called gifts of civilization which the white man 
brings to such an area, but not about our religion. Christianity 
remains our finest gift. 

Missionary activity is still widespread on many of the islands, in 
many cases being carried on by indigenes. About 20 mission schools 
are conducted under approval of the education authorities of the Trust 
‘Territory government, and they provide instruction to about 1,400 
pupils, nearly 20 percent of the total number receiving schooling. 
Aside from their contribution to the propagation of religion, these 
scheols absorb an appreciable burden of expense which otherwise 
would fall directly or indirectly on our government there. Mission 
activity should definitely be encouraged in every possible way by the 
rust Territory government. 
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ECONOMIC LIFE OF THE TRUST TERRITORY 


Any analysis of the economic life of the indigenous population must 
inevitably start with the coconut, which is both a basic food and also 
the source of his prime commercial staple, copra, which is sold on 
world markets and provides nearly 90 percent of the exports. 

No matter what happens elsewhere in the world, the indigenes can 
always get along with the coconut. If world prices for copra slump to 
disastrous sly low levels, as they have in the past, the mdigene can 
still live on the product for which he can find no market abroad. 

It would be a grave mistake to permit coconut production to be 
pushed aside in favor of some other product which may temporarily 
offer better commercial prospects, but which cannot serve the dual 
purpose of providing subsistence when foreign markets fail. 

It must be conceded that copra as a basis for the native economy is 
somewhat unsatisfactory in certain respects. Prices are determined 
entirely by the world market and fluctuate wildly (from $110 per ton 
to $225 per ton during the single fiscal vear 1952 The Trust Terri- 
tory is in competition with the highly efficient copra pre othe tion of the 
Philippines. Furthermore, it labors under a disadvantage from the 
standpoint of freight rates. Until recently the Trust Territory suffered 
under the necessity of paying the U nited States processing tax on 
copra, a tax from which the Philippines are free, but that handicap 
has now been eliminated 

Nevertheless, the considerations given above in favor of maintaining 
copra as a basic product still holds true. Most of the unfavorable 
factors mentioned above can be corrected or counterbalanced. Coco- 
nut yield per acre can be sharply increased by scientific methods and 
proper agricultural training of indigenous coconut producers. A new 
plan for improving marine transportation in the area promise Ss to cut 
freight and handling costs sharply, as more fully discussed below. 

In addition to copra, the area produces trochus shell, a growing 
industry; native handicrafts, which have a limited market; and a few 
fish and vegetables for sale. 

In certain areas coconuts have never been widely grown and in 
others, the coconut trees have been so seriously altacked by insect 
pests that the crop has been virtually abandoned. In these areas 


new products may have to be introduced The Rhinoceros beetle, 
Which has virtually destroyed coconut production in much of th 
eastern part of the Trust Territory, is being steadily fought, and 


ue enemies of the beetle have been introduced from Zanzibar 
by the insect control committee of Micronesia. No one, of course, 
can predict the success of this effort, but it is of the 
to the future of Micronesia. 


greatest importance 


ECONOMIC DEVELOPMENT ACTIVITIES 


To suppleme nt the copra industry experime ntation is being carried 
on by the Trust Territory government, particularly at the agricultural 
station at Ponape and the one on Babelthuap. Of the several crops 
which have been investigated, station personnel are most enthusi- 
astic about the possibility of cacao. A considerable operation in the 
production of seedlings at the Ponape station has been developed 
and these seedlings are being placed out with the native farmers. 
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The growing of cacao trees requires some years, but once grown they 
bear for many years and prices look v ery rood for some time to come. 

Other plants which have been introduced include coffee and ramie 

the norther Marianas 

Another devel pn ’ nt now under way is the cattle project which 
was, until recently, being conducted by the Saipan district adminis- 
trator on Tinian Island—one of the northern Marianas. At the time 
the committee investigators were there, a boat load of cross-bred 
cattle from California had just been brought into Tinian. Since 
Saipan and Tinian were transferred to Navy shortly thereafter, 
an agreement was reached between Navy and Interior so that some 
of the new cattle could be transferred to a location within the 
rema ler of the lrust Territo ry. 

i is difficult to assess the prospects of success of this cattle project. 
Livestock renerally ener a larger acreage for the production of 
food the an does a crop, and there is gené rally not too much land 
sp from crop production throughout the Trust Territory. In any 
case, ’ may take some years to develop a breed of cattle that will 
thrive in the climate on a profitable basis. 

By way of historical background, during the German period, cattle 
raising was encouraged and developed on Tinian, Saipan, and Rota. 
The entire island of Tinian was leased for stockraising. During the 
past 5 years, the number of cattle on Saipan has increased from about 
300 to over 1.000 head. 

At about the same time, arrange ments were being completed for 
the leasing of certain uninhabited islands in the Marianas chain to 
Saipanese farmers for various purposes such as livestock. No 
opportunity was presented to the committee’s investigators to study 
the prospects of these projec = thoroughly. 

An industry which should receive encouragement as a supp Se ment 
to the native diet is hier. Some effort has been made by the 
Trust Territory government to stimulate this activity, but without 
too much suecess, de spite the fact that the waters abound with bonito, 

‘ther species. During the Japanese period com- 
mercial deep sea fishing was important, but it was operated almost 
exclusively by Japanese and Okinawans. Even today Japanese 
fishing fleets operate to some degree in the area outside territorial 
waters 

It is likely that indigenous fishing operations could never compete 
effectively in world markets against the highly efficient industries 


tuna, and various « 


of more developed nations. Most of the natives who are on a sub- 
sistenc: » b: iSIS supply their own nee ds from fi shi Ing W ithin their las roons, 
but are reluctant to venture outside. Some market for fish products 


does exist among the American personnel and among those indigenes 
who have gone on a cash wage economy and a diet of importe d food. 
It would appear that encouragement of fishing for local sale might be 
& productive means of supplementing the in liver nous diet. 

There are understood to be deposits of bauxite on PBabelthuap in 
the Palaus, but apparently of comparatively low grade. The Japanese 
former!y worked these deposits, but the Navy has resolutely Op- 
posed the readmission of foreign nationals into the area on security 
grounds. Of course security considerations must be controlling. It 
is hoped that an arrangement can be made with a reliable American 
for development of the posits, as a means of bringing in 


2. « 
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much-needed revenue to be used for the benefit of the indigenes, 
unless it is found that — strip mining will cause a permanent 
loss of the source of the indigenous food supply by destruction of the 
soil. 

Phosphate is now being produced by a Japanese firm at Angaur 
under a contract which provides tax revenues and royalties to the Trust 
Territory government and to the municipality and indigenes in that 
area. This is the only contract with a foreign firm now in effect, and 
it will last only a few years longer as the deposits will soon be ex- 
hausted. 

The other major resource of the area which promises some revenue 
to the territory government is wartime scrap, which exists in large 
quantities at numerous points all over the Pacific. Again there has 
been a problem in that the Japanese might be most interested in 
securing the scrap, but the Navy has opposed permitting foreign 


nationals operating within the area. Again, it is hoped that some 
means can be worked out for the recovery and sale of this scrap through 
contracts with reliable American firms. This contract was originally 


made between representatives of two U. S. Government agencies, 
CINCPACFLT and SCAP, representing the Japanese. The pres- 


ent operation is a continuation of this contract. 
FINANCIAL OPERATIONS OF THE TRUST TERRITORY GOVERNMENT 


As noted above, copra provides approximately 90 percent of the 
cash income from native production for the area. Total purchases of 
copra by the sole buyer, the Island Trading Company, in each of the 
fiscal years 1951 and 1952 amounted to approximately $1,250,000 
annually. Other products exported amounted to approximately 
$150,000 per annum, leaving total exports of less than $1,500,000 
annually. This figure may vary w:dely depending on the price of 
copra in world markets, and on the trend of copra production. 

By way of comparison, it should be noted that the cost of government 
in the Trust Territory in recent years has amounted to approximately 
$5 million. For the fiscal year ending in 1954 the original budget 
request was for $8,500,000, although this request was subsequently 
scaled down by the new High Commissioner to a figure in the neighbor- 
hood of that of previous years. 

To put these figures in a financial nutshell, it is obvious that in dollar 
figures there is three times as much government as there is copra in 
the Trust Territory. The comparison may be somewhat unfair, in 
that governmental costs are based on the high level of the going 
American salary rate, while the value of the copra is related to native 
subsistence levels. Yet the contrast in the figures bears thinking 
about. Actually, the governmental payroll to its indigenous em- 
ployees is probably the second principal source, after copra, of cash 
to the indigenous economy. 

A useful summary of some of the prince ipal factors to be considered in 
deciding upon proper financial policies of the Trust Territory govern- 
ment is contained in the report by Mr. Donald J. O'Connor entitled 
“An Economic Perspective of the Trust Territory of the Pacific 
Islands,’”’ September 15, 1952. It is understood that this survey and 
report was prepared by Mr. O’Connor under contract with the Island 
Trading Co. as a guide to future economic and financial policies to be 


followed in de velox ying the economy of the Trust Territory. 
t ; 
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Mr. O'Connor points out the heavy cost of Trust Territory adminis- 
tration in comparison with the economic productivity of the native 
economy. He emphasizes the importance of working toward a situa- 
tion where local productivity and revenues from local tax sources will 
pay the cost of the government there. He is severely critical of any 
policy which may tend to create a permanent “handout” state under 
which the area will become permanently dependent upon the American 

economy for subsidies to support the cost of government. 

He emphasizes the necessity of holding the wage level for native 
labor down to a proper re nena with the level of productivity of the 
average native worker in his private employment. In particular, he 
advises strongly anion any premature effort to push wage and salary 
levels of native personnel up to the American standard. American 
wage and salary levels in the Trust Territory must necessarily be based 
on going wages within the American economy. Such going wages are 
many times as high as the natural wage for a native worker in his own 
environment. According to Mr. O’Connor, therefore, any effort to 
pay native personnel at the same level as white personnel should be 
strongly resisted. 

| definitely concur with the general trend of Mr. O’Connor’s 
thinking. Yet I am not sure he realizes how extemely difficult it 
will be to develop local revenues to the point where the “handout” 
state can be avoided. 

Total cash income of all indigenes from all sources, including 
copra and other native products, wages from government employment, 
and wages and profits from other private employment probably do 
not aggregate $2,000,000 per annum. Even if every cent of cash 
income earned by every indigene were confiscated by government 
(in other words, a 100 percent income tax), total revenue would fall 
far short of meeting the present costs of government. 

In practice, true revenues from local taxation apparently do not 
amount to more than $250,000 per year. The budget presentation 
printed as part of the House Appropriations Subcommittee hearings 
this vear is apt to give a wrong impression, in that it gives a figure 
for “local revenues applied”’ of $1,520,806 for fiscal vear 1953 and 
$1,307,500 for fiscal year 1954. These figures are largely made up 
of freight and passenger revenue to government-owned sea and air 
transportation—revenue which actually falls far short of even paying 
the costs of prov iding those services 

Most of the tax revenue from local sources is derived from a 15 
percent tax on the gross value of the copra sold at the district center. 
If copra production and world copra prices are such as to produce 
a value figure of $1,250,000, this tax will yield $187,500 per annum. 
Budgeted receipts for fiscal year 1953 and fiscal year 1954 from this 
source have been slightly below this figure. 

In addition, there are trochus royalties, and a Trust Territory tax 
of 2 cents per pack on cigarettes and a tax on cosmetics and certain 
other items. There is also an additional small tax on c igarettes levied 
by the various municipalities. This latter tax it is understood largely 
pays the cost of elementary education in much of the Trust Territory. 

The other major revenue available to the trust territory govern- 
ment is the severance fee coilected on each ton of phosphate rock 
mined at Angaur During fiscal year 1952 this amounted to the 
substantial sum of $266,000. This money, however, is at present 
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not treated as “local revenu ry he Trust 
but is segregated into an Angaur mining trust 
ultimate benefit of the indigenes 

The above summary of the revenue picture indicates how extremely 
dificult it will ever be to get the Territorv on a basis where it need 


I ry government, 
fund. intended for the 


not depend on congressional orants to pay crovernment expenses 
It will be noted that the present scale of taxation on the natives is 


already fairly heavy. A 15 percent tax on the gross value of the 
copra is substantially a 15 percent tax on the natives’ cash income 
It is true that the native generally produces his own housing and 
subsistence without tax. Even so, it is hard to see how this rate could 


be raised very much. 

In Mr. O’Connor’s report he suggests a tax system taking 20 percent 
of the value of exports worth 5 to 10 million d allere and 20 percent 
of the value of imports worth 4 to 8 million dollars, producing revenues 
of 1.8 to 3.6 million dollars per year. Such revenues he says would 
be sufficient to pay the cost of a moderate level of government based 
on reasonable indigenous wages and salary scales. It assumes that 
the value of exports can be built up fairly rapidly to a 5- or 10-muillion- 


dollars per-annum level and that indigenous salary scales can be 
held well below those of American levels. It also assumes that indi- 
genes will assume most of the task of government. This general 
approach seems reasonable, but it should be emphasized again that 


it may be extremely difficult to build up the native economy to such 
a level. Furthermore, Mr. O’Connor’s formula actually involves a 
rather heavy level of taxation of approximately one-third of the 


natives’ very limited cash income. 
EXPANSION OF COPRA PRODUCTION 


The above discussion emphasizes the extreme importance of securing 


an expansion of copra production. Such an expansion would serv: 
three purposes as as 

1. Mr. O’Connor in his re port projects population trends for the 
decades immediately a ad in such a way as to arrive at the conclusion 
that the indi ‘enous ¢ ynomy of the Trust Territorv w thir 


years have to support a gre ‘atly increased population. This prediction 
of a population increase is based on present birth and death rates, on 
population figures, and on the presumption that the application of 
western medical and public health standards will automatically cause 
such an increase. 

During recent years, we have learned the perils of attempting to 
predict population trends. We have found that a trend in birth and 
death rates during a particular short span of years will not necessarily 
continue indefinitely in the same direction. Nevertheless, it is prob- 
ably true that the indigenous population will expand and may create 
pressure on the food supply. 

Energetic measures directed toward an expansion of coconut pro- 
duction may therefore be the only means to avoid creating a food 
deficit area which would require a subsidized food supply from outside 
the area. 

2. Expansion of coconut and thereby of copra production and 
thereby of cash income is almost the only way to increase local taxa- 
tion revenues. As noted above, the principal local tax revenue is 
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derived from the 15 percent tax on copra. An increase in copra pro- 
duction would therefore result in an imerease in yield from this tax. 
Furthermore, an increase in copra sales would lead indirectly to in- 
creased yield in consumer taxes on trade goods imported. 

3. An increase in copra production and shipments would cause an 
increase in freight revenue to the Government-owned shipping line 
and thereby help to overcome the deficits which now exist in the 
operation of this line—deficits caused by the lack of revenue freight 
resulting from the sparseness of the indigenous economy. In other 
words, the Trust Territory government derives revenue in two ways 
from each ton of copra produced and shipped. It collects the 15 
percent tax, and also a freight payment for transportation. 

It is not contended that the increase of copra productioa will solve 
all problems, now and hereafter. It is, however, so important that it 
is doubtful whether other Micronesian problems can be solved without 
a prompt expansion of coconut production. For the year ended 
June 30, 1952, the ITC purchased 12,809 short tons of copra in the 
trust territory. The Japanese reached a peak of about 15,000 short 
tons after years of intensive development, but they also used much of 
the best cropland for production of other products such as sugar. It is 
possible that by intensive development our production might be 
doubled, but that may be the maximum that can be achieved ia the 
limited land area. 


FINANCES OF THE TRUST TERRITORY GOVERNMENT 


It is a common practice for those making investigations such as 
this one to recommend expansion of this, that, and the other program 
without facing the problem of finding the additional funds for such 
purposes. I have no intention of falling into that course of least 
resistence. I do believe that more energetic action by the Trust 
Territory government along certain lines is necessary such as the 
stimulation of copra production, but I do not believe any overall in- 
crease in appropriations can be justified. The American taxpayer is 
already giving heavy financial support to this area, in comparison 
with its economic potential and with the need to be served. 

Before proceeding with specific recommendations on financing of 
these functions, a brief analysis of the present financial operations 
of the Trust Territory government is necessary. 

As previously pointed out, the indigenous economy cannot support 
the cost of maintaining local government. In that respect, the Trust 
Territory is not different from other possessions of the United States. 

It is different, however, in the extent of the subsidy which it asks 
and must have from the United States taxpayer. Local revenues 
from taxation, etc., have amounted to about $250,000 per annum, 
while the grant requested and received from the United States Treas- 
ury has been approximately $5 million per annum. In other words, 
the American taxpayer has been paying approximately 95 percent of 
the cost of providing governmental services to the Trust Territory. 

The total financial operations of the government of the Trust 
Territory are complicated and comprehend a number of funds whose 
status and interrelationships are difficult to keep track of. The 
budget presentation, as it appears in the 1954 budget, does nothing 
to dispel the confusion but on the contrary fails to give even a full 
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picture of the contemplated use of appropriated funds. It may 
comply with the technical requirements for budgetary presentation 
as laid down for the generality of Government agencies, but in doing 
so it does not give very much information. 

It appears on pages 755-757 of the 1954 budget. For example, a 
table entitled “Obligations by objects” is given, but in this table the 
bulk of funds are carried under the heading ‘“‘Grants, subsidies, and 
contributions.” No information is given as to the ultimate use, by 
object classification, of this grant money. Presumably most of it 
goes ultimately for salaries and wages to American and indigenous 
personnel, but nothing in the budget presentation or in the House 
appropriations hearings gives that information. 

Furthermore, no information is given as to the average grade or 
salary of Trust Territory personnel, either American or indigenous. 
Figures carried in the budget relate only to those personnel assigned 
to the High Commissioner’s Office and to the judiciary, a compara- 
tively small category. 

It is suggested that in the future the Trust Territory government be 
instructed to give an object classification, in terms of ultimate use, 
of all funds appropriated from the Federal Treasury, and further, 
give average grade and salary, and average wage of ungraded per- 
sonnel, for all Trust Territory emplovees 

In addition to these appropriated moneys, there are several other 
funds under the direction and control of the High Commissioner, on 
which full information is not included in the budgetary presentation. 
These include the following: 

Island Trading Company corporate funds, made up of original loans 
or grants from the Navy aggregating approximately $1,800,000 plus 
earned surplus of $700,000 or $800,000. A part of the original loan 
from Navy has been repaid during the past year. 

The copra stabilization fund, which has arisen in this man ier. 

The ITC in purchasing copra from the natives and selling it to 
commercial firms abroad has acted on a policy set by the Trust Terri- 
tory government to stabilize the price for the natives and absorb in the 
stabilization fund the resulting large profits or losses which arise from 
the wide fluctuations in world copra prices. ‘Thus, when copra prices 
are high, the stabilization fund may profit to the extent of $25, $50, 
or more per ton of copra and these profits are not reflected immediately 
back to the native produc er. On the other hand, when copra prices 
go very low, the ITC has not immediately cut the price paid the native 
in proportion to the slump ia the world market, but has continued to 
pay the native a reasonably stable price for his copra production, 
absorbing the loss out of previously realized profits in the stabilization 
fund. 

By last fall, the copra market had been low for a considerable period 
and much of the surplus previously built up in the fund had been 
exhausted through absorbing losses and maintaining copra prices to 
the indigenes in the field. At that time, it appeared that the fund 
might have to discontinue operations shortly, simply by reason of 
exhaustion of its funds. Since then, world copra prices have again 
improved sharply and the fund has been building up. 

This fund is derived exclusively from the difference between ITC’ 
purchase price and sale price for copra, after deduction of all canadien : 
of handling and marketing. It is not derived from appropriated funds, 
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directly or indirectly. It is used exclusively to equalize and maintain 
& minimum buying price for copra in the field. It is not used for any 
other governmental purpose. 

The Angaur mining trust fund, made up of revenues from severance 
fees on the phosphate mined at Angaur. This fund is being kept as 
a trust fund for the benefit of the indigenes. During fiscal year 1952 
earnings of this fund from that source and from interest on investments 
amounted to $274,000. 

The economic development, conservation, and welfare fund, made 
up from a variety of sources. Originally the fund was started by 
transfer of certain projects and money from the Island Trading Com- 
pany, which had been carrying them on after the manner of a develop- 
ment corporation. Additional sources of revenue have included a 
small severance tax on the phosphate mining (which is in addition to 
the severance fee covered into the Angaur mining trust fund) and 
revenue from sales of copra from Metalanim plantation, a Govern- 
ment-operated plantation oa Ponape Island. Revenues from bauxite 
and probably from scrap operations would also be covered into this 
fund, when and if realized. 

According to information inserted in the House Interior appropri- 
ations hearings, this fund was expected to have a balance of $29,000 
at the end of fiscal year 1953 and anticipated (or hoped-for) revenues 
to it during fiscal year 1954 were approximately $150,000. The fund 
has been used for a variety of developmental and agricultural re- 
search projects. 

There is an additional small native travel fund, made up from loans 
or contributions by charitable-minded persons to assist individual 
indigenes to travel and study outside the Trust Territory. This fund 
need not concern us. 

The above full discussion of the various funds and capital resources 
available to the trust territory government, directly or indirectly, has 
been considered necessary because it bears on the general problem of 
financing certain types of Trust Territory functions. Some Trust 
Territory personnel take an attitude toward these funds with which 
I cannot agree. They contend that since these funds were, in & sense, 
derived from the native economy by one means or another, therefore, 
they should not be used to carry the burden of any of the governmental 
functions we are carrying on in the area. They feel that all such funds 
should be carefully reserved for “the benefit of the indigenes” while 
Congress should be willing to continue to appropriate American tax 
funds to defray practic ally’ all the costs of government there. 

I am willing to concede that for the most part these funds do arise 
in a sense from the native economy. But I also feel all our activities 
there are carried on generally for the benefit of the indigenes. Cer- 
tainly that includes such functions as agriculture and fisheries and 
other commercial development, which for 1953 were estimated to 

require approximately $150,000, and which probably should be ex- 
panded to a larger figure in order to undertake the large-scale 
expansion of coconut production recommended above. It will be 
noted that both the Angaur mining trust fund and the Island Trading 
Company have substantial revenue and substantial surplus which 
could be used for this purpose. Such use would appear to fall within 
the idea of using this money for the benefit of the indigenes. 
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Furthermore, it is my frank opinion that such funds could appro- 
priately be used for such purposes as financing certain special medical 
and health expenses, such as the cost of running the Pacific Islands 
Central School at Truk, or the new diagnostic schooner which is 
being put into operation. Surely such purposes would also qualify 
as being for the benefit of the indigenes. 

It must be recognized that the American taxpayer has been and is 
being called upon to accept a substantial burden in supporting the 
cost of governing this area. It is not right to ask him to do so unless 
the Trust Territory government and the indigenes are also willing to 
explore every possible source of funds for such purposes. In addition, 
it should be noted that the Island Trading Company is a wholly owned 
Government Corporation within the meaning of the Government 
Corporation Control Act of 1946. Long since it should have applied 
to Congress for a charter and presented an annual budget to the 
Appropriations Committees of Congress for approval. The original 
capital for this company was supplied by the United States Govern- 
ment and such surplus as it has accumulated has been done on the 
basis of the use of this interest-free capital. 

The copra stabilization fund is what its name implies—a fund to 
stabilize the field price of copra. It has been used exclusively for 
that purpose and has worked well. It can be truly said that the 
fund is composed entirely of money which rightfully belongs to in- 
digenous copra producers. I do not suggest any change in its present 
method of operation, at least so long as the Island Trading Company 
or a similar instrumentality continues to operate along present lines. 

The economic development, conservation, and welfare fund is a 
small one and can appropriately continue to be used as at present, or 
can be used as a vehicle for the coconut expansion program I have 
urged. 


ORGANIZED BUSINESS LIFE OF THE TRUST TERRITORY 


When one attempts to analyze the economic life of the Trust Terri- 
tory above the level of the indigenous copra producer, he is immedi- 
ately struck by the predominant extent to which government enters 
into every phase of economic activity. 

Thus both the shipping and air service throughout the Trust Terri- 
tory are conducted with Government-owned vessels and planes. The 
ships are operated by a private firm on a cost-plus-a-fixed-fee basis; 
the planes by another private firm on the basis of a mileage guaranty 
from the Government. Both lose money—Government money—the 
planes more than the ships. 

The entire copra business, the basic cash crop of the entire area, is 
conducted by a wholly owned Government corporation, the Island 
Trading Company, and this business is by administrative fiat a 
Government monopoly. The same Company likewise conducts the 
great bulk of the importing of trade goods which are sold to the in- 
digenes in exchange for the cash they receive for their copra. 

The largest single agricultural enterprise in the entire Trust Terri- 
tory is the coconut plantation at Metalanim on Ponape. This is 
run as a Government enterprise directly by the Trust Territory govern- 
ment—-all profits and losses being for Government account. ‘There is 
one large-scale private coconut plantation, on the island of Ponape. 
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Other tormer coconut play tations pre viously operated by German or 
Japanese interests on various islands are operated, if at all, only by 
Micronesians who gather the copra in their old customary ways but 
probably have taken little interest in restoring or even maintaining 
productivity at the old standards. No effort has been made to organ- 
ize thes plantation Ss again Into mod m-typ corporal copra planta- 
lOnsS On the other hand, appareath the Ti t Territory government 
acl the funds to pl: ace them in oper: ation and absorb the losses which 
would occur durmg the period required to get them back into heavy 
proauctivity It is a situation where the government cannot afford 


to perform the function, but will not allow private capital to perform it. 

The only considerable operation by private enterprise is the phos- 
phate operation by the Japanese firm on Angaur. Collection of 
wartime scrap would be handled the same way 

it firm poheyv with the Trust Terr overnment to allow ho 
OUutSL nonnative) tirms to operate ithin the Trust Territory xcept 
in the particular instances mentioned above. The only exceptions 
which came to the attention of the committee’s investigators were the 
import businesses operated by two long-standing residents of the 
island of Ponape—the brothers Etscheit, sons of an early Belgian 
trader who established himself in the islands considerably before 
World War I. These two brothers were permitted to resume their 
lunport and retail operations following the end of the war, and were 
assisted by government loans, but they have run up against many 
obstacles in their plans for business expansion. 


pparentlyv 1 is t eoncept 1 re by the ‘Trust Lerritory overn- 


ment tl private enterprise via American busmessmen or firms would 
automatically constitute “exploitation” and to prevent such exploita- 
tion, it is necessary to exclude all economic activities by outsiders 
other than those conducted by the territorial government itself. 

In carrying out this policy, the Interior Department has followed 
the system already established by the Navy Department during 
he period when the Territot as under Navy jurisdiction The 
Island Trading Company was set up by the Navy with Navy funds 
to conduct the basic commercial functions of the territory, and the 
Interior Department has simply continued to operate it in the same 
manner. The copra-buying monopoly was given to the ITC by 
administrative order during the Navy period also. Such an order, 
however justified it might be, by a Government authority in the 
United States would of course be considered extremely arbitrary. The 
fact that such an order could be promulgated and made effective is an 
indication of the extraordinary powers vested in the government of 
the Trust Territory 

It is my concept that private enterprise of the right type is usually 
associated with the idea of “production” rather than “exploitation.” 
The management efficiency, engineering skill, and scientific tech- 
nology of American business have created the ‘‘ American standard of 
living,’ have virtually abolished poverty here, have resulted in a 
broader and more equitable distribution of the material good things of 
life than ever before in the history of the world, and have spread bene- 
fits wherever they have gone throughout the globe. These achieve- 
ments cannot be brushed aside with the smear word ‘ ‘exploitation.”’ 

lt is not suggested that the Trust Territory be thrown wide open to 
American business. But surely this fear of nonindigenous private 
enterprise is exaggerated 
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It should be pointed out how broad and complete are the powers of 
governmental authorities. The authority of the High Commissioner 
of the Trust Territory is not limited by any orga ict or other con 
gressional enactment or even by the provisions of the United States 
Constitution itself. It is entirely within the power of the High Com- 
missioner, for example, to deny any private firm the right to acquire 
title to land, the right to operate any Kind of business, the right to 
operate vessels of any sort, and every other kind of right which he 
might choose to restrict. Considering these extraordinary broad 
powers, it is difficult to see why the High Commissioner should fear 


that private enterprise would get out of hand. On the contrary, it 
is evident that the great danger is that private enterprise of any kind, 
indigenous or foreign, will be complet¢ Ly stultified DY the dead hand of 


e des 
government. Surely any private operation could easily be made to 
conform to whatever operating procedure the High Commissioner 
deems advisable. 

There is another reason for talking about private enterprise, and 


that is the need for expanding production of coconuts and copra. As 
noted above, the Trust Territory gov lent Is ope! he Met: 
lanim plantation operation Other prewar Jap : o Gi 
plantations are no lor operated as such POSSLD : areas ¢ 
be brought into produetio 1d 0 5, proper! 
advised If me nh 

be the only answi if private f S are tot Chu i fro! his 
field Dec Is¢ of the ernm tp 

and uw the governme? ( ri oO ( CeO tings 
thre 1 ti luture tood and OD! pp vill Uile i] I i ) ( 
population merease takes place, then the present ol CHU 

all outside private mvestn lav 1 rec 1) conce 1h! ry tuture 
eenerations of Micronesians to 1 hort ra 


It is our experience in America that government operation of any 
business-type enterprise is generally a failure, from a financial point 
of view. ‘The Virgin Islands Corporation, for example, usually loses 
several hundred thousand dollars per year. On the other hand, both 
the Germans and Japanese found it possible to conduct self-sustaining 
copra operations through private corporations. Since we are engaged 
in heavy expenditures of American tax money for health, education, 
and similar purposes, it does not seem unreasonable to insist that 
economic developmental activities be conducted in such a way that 
there is no danger of loss of governmental funds 


LIQUIDATION OF IT¢ 


With respect to native enterprise, the committee investigators made 
a particular effort to assess the accomplishments and potentialities of 
native-run operations. The role of the ITC has been pointed out. 
At each of the district headquarters and also at Kwajalein, the ITC 
branch is the big business enterprise. In the district of the Marshall 
Islands, there are a number of small native businesses which do a 
retail business. None of these are substantial enterprises. They 
stock very little more than a few popular types of canned goods and 
food staples, a few styles of dry goods, and a few incidental items. 

At Majuro Island in the Marshalls there was a native boatbuilding 
concern which was engaged in building auxiliary schooners using 
surplus Navy 50-foot hulls. From a technical side this operation 
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seems to be efficient but on the business side it seemed to be in con- 
stant financial trouble for management reasons. 

In the Marshalls also there were two sizable native corporations 
which had recently been created with the idea of taking over the [TC 
functions when the ITC closed down. Capital for these corporations 
was apparently found by pooling the savings of the indigenes. 

hile in Majuro the committee investigators had the opportunity 
to attend a meeting by the leaders of one of these corporations. They 
seemed to be a fine, well-intentioned group but totally lacking in 
business experience or know-how. It is the conside red opinion of 
your investigators that the financial success of this enterprise is 
doubtful unless it secures the services of an experienced American as 
manager. 

On Ponape, aside from the tiny native retail shops, there are 3 or 
4 merchandizing enterprises of substantial size managed by men who 
may have the business experience to conduct large-scale operations. 
Two of these were operated by the Etschiet brothers mentioned above. 
A third was that of a white man formerly employed by the ITC who 
married into a native family. The fourth was a native-run concern. 

On Truk there is a large native-owned corporation managed by an 
American which does an import, wholesale, and retail business of 
considerable scope and also operates a soap factory, theater, and other 
enterprises. This firm even owns and operates 1 or 2 small schooners 
for trading with the outer islands. It appears to be well managed 
and efficient. 

On Saipan where the level of economic development is much higher, 
there are numerous native-owned establishents of various sorts and 
the ITC has not dominated the business scene there. Your investi- 
gators did not visit the other two districts, Yap and Koror. 

This analysis is of some importance in view of the stricture contained 
in the 1953 Appropriation Act for the Department of the Interior that 
the ITC must go completely out of business at the end of calendar 
— 1953. As pointed out above, the ITC has for a number of years 
iandled all of the purchasing, handling, storage, merchandizing, and 
financing of the copra crop throughout the Trust Territory. If the 
I'T'C is to discontinue operations completely, there will have to be some 
other type of agency or enterprise to handle the copra crop, or else the 
economy of the Trust Territory will disintegrate completely. The 
same is true to a lesser degree of the importation of trade goods. 

The copra business represents a particular problem because it is 
almost the sole cash crop of the indigenes and also because it requires 
large-scale financing to carry the copra from the time it is sold by the 
native to the time it is merchandized and paid for in Japan or the 
United States. This process may last a period of several] months. 

In the budget submitted by former President Truman for the fiscal 
year ending 1954, it is noted that the administration recommends that 
provision be made for ‘‘financial aid to local trading companies on a 
loan basis on such terms as may be determined by the Secretary to be 
necessary to insure continuation of local commerce.” This proposal 
was discussed with personnel of the Trust Territory government during 
our visit there, as well as the other problems that might arise with the 
discontinuance of the ITC. It was my feeling and likewise the feeling 
of trust territory personnel that in the districts of Ponape, Truk, and 
Saipan, local merchants and native firms could probably take over the 
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copra and trade goods business from ITC without any disastrous 
effects on the native economy provided some source of outside financ- 
ing could be secured. With respect to the Marshall Islands district, 
however, the native corporations referred to above in all probability 
would not be able to handle the copra business on a financially stable 
basis. ‘Those who manage the firm on Majuro Island simply do not 
have the requisite business experience. It would therefore be a grave 
mistake to extend large government loans to this firm. 

I was told that substantially the same situation existed at Yap and 
Koror. 

As this is written, both the Senate and House Appropriations 
Committees have given approval to a temporary extension of the 
ITC. I continue to believe, however, that the ITC should be dis- 
continued at the earliest possible date. In any case, it should be 
required they secure a charter from the Congress and to submit an 
annual budget, according to the terms of the Government Corpora- 
tion Control Act of 1946. Prior to submission of the next budget, 
it is hoped these steps will be taken. 

During the period of this inspection trip, the various ITC branches 
were in process of liquidation. In some of these districts such as 
Ponape and Truk it appeared to your investigators that the ITC 
could have, and should have, discontinued operations even prior to 
receiving the congressional mandate referred to above which appears 
in the 1953 Appropriation Act. Further, it appeared that once the 
order to liquidate was given it should have proceeded more rapidly. 
Liquidation is a losing proposition from a business standpoint. Over- 
head goes on month after month all during the liquidation period and 
it is generally better for a liquidating firm to sell out lock, stock, and 
barrel at a loss if necessary and close up operations as rapidly as 
possible. Instead, the ITC apparently went on the theory that 
there was no compulsion to complete the liquidating process until the 
last possible date. 


LOCATION OF HEADQUARTERS 


To date, the headquarters of the Trust Territory government has 
been located in Honolulu about 2,000 miles outside of the Trust Terri- 
tory area. This has always been recognized as a temporary arrange- 
ment, although on a temporary basis there are certain advantages. 
This location apparently is due to the fact that under Navy operation 
the headquarters of the commander in chief of the Pacific, who was 
also High Commissioner of the Trust Territory, was in Honolulu. 

There is something to be said for locating the headquarters per- 
manently at the center of a transportation and communications net- 
work such as Honolulu or Guam, even though both of those places 
are outside the Trust Territory area proper. Of the two, Guam is more 
centrally located with respect to the Trust Territory than is Honolulu. 
Honolulu, on the other hand, permits closer liaison with other Gov- 
ernment agencies, particularly with Navy authorities. 

Nevertheless, it is my feeling that we should plan ultimately to 
move the headquarters into the area. Such a move placing the 
headquarters at one of the district centers should bring headquarters 
personnel more closely in touch with actual conditions in the field. 
Furthermore, it should avoid much expensive duplication of functions. 
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The Interior Department has tentatively selected as a site for this 
headquarters the island of Dublon on Truk Atoll. During the course 
of this trip your committee investigators had an opportunity to inspect 
the proposed site. It has certain advantages. Truk Atoll is centrally 
located within the Trust Territory. There remains on Dublon Island 
a fair amount of the construction made by the Japanese prior to 
World War II when Dublon was a district headquarters for them. 
This construction included a good highway network, the important 
parts of a first-class water system, several excellent storage caves, 
and one building in fair condition. There are good harbor facilities. 

However, it must be recognized that this creation of a headquarters 
on Dublon Island or elsewhere in the Trust Territory will require 
several million dollars. There are no facilities in working order there 
now. Until Congress is ready to appropriate construction funds for 
this purpose, it is useless to talk about moving the headquarters. 

It is my feeling that there are other needs of the Trust Territory more 
urgent than creating a brand new headquarters. These include the 
expansion of coconut planting and of copra production, the settlement 
of land claims, and the rehabilitation or replacement or improvement 
of certain facilities now in use at various district centers, 


THE LAND PROBLEM 


The land problem n) the ‘Trust Territory is one of the most pressing 
ones and the highest possible priority should be given to getting it 
settled at the earliest possible date. 

Two problems are particularly acute. Under the Japanese regime, 
during the war, and since the war, substantial acreages of land were 
taken for governmental and other purposes from their native owners, 
and the native farmers whose subsistence in many cases depended 
upon the use of such lands were deprived of that use. Until recently, 
very little progress had been made toward straightening out this 
situation and very little attempt to do so had been undertaken until 
about a year before this trip. During the past year, a fairly complete 
analysis of the problem was made for the Saipan district, but no real 
action has been taken with respect to the other districts. 

It is of the utmost urgency that lands of this character be restored 
to their native owners where possible. Where such lands are in use 
by the Government, a settlement should be made promptly, but in 
such cases, it is suggested that the natives be given other lands rather 
than a cash payment. Land values being considered as a basis for 
payment of claims seemed rather high—over $1,000 per acre. If the 
vovernment ol the Trust Territory should decide to settle native land 
claims on the basis of such values, the total sum might run into con- 
siderable money, and it is difficult to see where such funds could be 
obtained. Furthermore, large cash payments to the average native 
will not solve his problem. Instead he should be placed on land 
somewhere else. It is understood that there are within the Trust 
Territory areas of productive land not now being used to any great 
extent. 

A second immediate aspect of the land problem involves the use of 
the large acreages of government land which are not now in use. In 
some areas the native population suffers from overpopulation, while 
on other islands apparently there are availabie lands. The Trust 
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Territory government has now established a system of homesteading 
of government lands. It is recommended that this program be 
pushed vigorously. 

Testimony presented to the House Appropriations Subcommittee 
by representatives of the Trust Territory indicated that all landless 
indigenes desiring land had been given the use of government land on 
a loan basis. While helpful, this policy does not solve the problem, 
since the indigene cannot be expected to plant coconuts or make other 

ermanent improvements on land which does not belong to him. 
Private property is still the best basis for encouraging long-term eco- 
nomic development. The urgency of settling this question is based 
upon what has previously been said regarding the importance of 
expanding production of coconuts and other basic food crops. 


TRANSPORTATION FRAMEWORK 


The transportation framework of the Trust Territory may be simply 
described. Marine transportation is provided by a number of vessels 
acquired from the Navy and operated on a _ cost-plus-a-fixed-fee 
basis by a private contractor—the Pacific Micronesian Lines. Ap- 
parently, this contractor is giving highly satisfactory service and on 
favorable terms to the government. 

This service consists of interdistrict and trans-Pacific voyages by a 
4,800-ton AK—the motor vessel Chicot—which collects copra from 
each of the district headquarters and transports it to Guam for trans- 
shipment, or to the United States or Japan. Within each district 
there is a smaller vessel, an AKL of 250 tons, which serves as a station 
vessel for the district administration. It makes generally 2, 3, or 
more voyages each year to each of the separate islands of the district, 
collecting copra and other island products and carrying a doctor, 
an educational supervisor, and perhaps other district pe ersonnel, as 
well as anyone else who wants to go. All these vessels are ope rated 
by Pacific Micronesian Lines according to the said contract. 

This entire operation is now in course of being changed in a manner 
to lower costs and provide more flexibility. The new plan which was 
worked out by Trust Territory personnel contemplates the addition to 
the fleet of another ship of the size of the motor vessel Chicot, the 
abandonment of Guam as a transshipment point, and the use of 
sailing schooners in place of the present AKLs as station vessels. 

When this changeover has been made, it is contemplated that the 
two larger vessels will continue as before to collect copra at district 
administration headquarters, but instead of unloading the copra at 
Guam, they will proceed directly to Japan, the United States, or 
other markets, thus eliminating the present expensive transshipment 
costs at Guam. This operation, it is hoped, will permit the return of 
20 or 30 dollars more per ton to the natives for their copra through 
elimination of transshipment cost, but will require 2 vessels rather 
than 1 in order to handle the volume of copra over the long ocean 
voyages as contrasted with the short run to Guam. 

At the district administration level, the plan contemplates sub- 
stituting sailing schooners for the present overelaborate vessels at a 
sharp saving in cost. At present the AKL’s may be necessary since 
they must occasionally carry a load of copra to Guam, but under the 
new plan that will not be done. The schooners are considered suf- 
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ficiently seaworthy for the short trips within the district. In addition 
to the cost saving, they will provide the advantage of giving indigenes 
experience in working on sailing vessels. It is contemplated that the 
crews will be largely native. In addition, the new plan contemplates 
one additional sailing vessel to be fitted out as a medical diagnostic 
ship which will visit each of the islands in turn for a more prolonged 
stay than is now possible for the station vessel. By that means, it 
is hoped to clear up such scourges as tuberculosis in a manner that is 
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As to air travel, the trust territory government has until recently 
operated four Navv PBY’s a based at Guam One made a recular 
weekly run from Guam to the southeast, stopping at Truk, Ponape, 
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There is no airplane service of any kind to any of the islands other 
than these flichts to dist centers and oceasional flights to a few of 
the other islands, where safe landings can be made Neither is there 
any water transportation to any of the islands, other than the regular 
visits of the station vi els and a few small schooners with aus iary 
powetl owned by in ivgenes wl ich are generally considered rather 
unreliable. The indigenes generally no longer make ocean-going 
vovaces in canoes outside their own lagoons, as their ancestors did 
centuries ago 
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The above firures are subject to certain adjustments. lor example, 
the large figure given as the cost of sea transportation for fiscal year 
1953 is somewhat inflated by inclusion of the cost of two schooners. 
On the other hand, recent information indicates that these cost esti- 
mates for sea transportation for both years were underestimated, 
while the revenue estimates may be | igh Revenue figures for sea 
transportation include about $300,000 of revenue annually for trans- 
portation of Government freight, and this same sum therefore ap- 
! Sasa ce els here in the financial accounts of the Trust T I'rl- 
torv vovernmen 

With respect to the air transportation figures, the revenue esti- 
mates do not include estimated receipts from the Post Office Depart- 
ment which are expected to amount to approximately $30,000 per 


year. 





TRUST TERRITORY OF THE PACIFIC ISLANDS 25 


With the transfer of the northern Marianas to the Navy, one of 
the planes is no longer necessary. In my judgment, air service 
throughout the rest of the territory should be reduced somewhat at 
the earliest possil le date because of its excessive cost. The chief 
purpose of this air service at present is to pe rmit speedy transporta- 
tion of Government personnel among the various district centers. As 
soon as the Trust Territory government is able to get its operations, 
particularly supply operations, running a little more smoothly, it 
should be possible to reduce the subsidy for air service. The service 
now given is considerably more frequent than the air service supplied 
to any similar area in the Pacific, so far as I know 

With respect to the new plan for marine transportation now being 
put into effect, 1 feel it will represent a real achievement in terms of 
cost saving, flexibility, and greater service to the native economy. 
Trust Territory personrel who participated in the development of 
this plan are to be commended. It is hoped that the result of putting 
the plan into operation will live up to expectations. 


PHYSICAL FACILITIES NEEDED FOR CONSTRUCTION 


It was the observation of your committee investigators that many 
of the buildings and much of the mechanical equipment in use by the 
Government are in a bad state of disrepair and that it would be sound 
economy for the territorial government to invest adequate sums to 
improve or replace these facilities 

For the most part, the buildings and equipment used by ‘Trust ‘Ter- 
ritory personnel are those which were constructed or left over by the 
Armed Forces during the war. For example, electric generators at 
the various headquarters are chiefly of the light-weight high-speed 
type installed for temporary purposes by the Navy at advance bases 
and never intended for permanent use. Much of this equipment 
should be replaced promptly since maintenance costs are extremely 
high. 

In the same way “reefers” (refrigerators) which are a necessity in 
the tropics are generally in bad shape and function poorly, frequently 
causing the spoilage of valuable foods. Housing generally consists of 
made-over quonsets, also left over from the war. Administration 
buildings are generally the same. There is very little housing any- 
where in the trust territory that is up to the level that American 
families are accustomed to. Storage for Government supplies, copra, 
and trade goods was in some cases highly inadequate 

It should be possible for a governmental operation to follow sound 
business practices in the investment of funds for replacement or im- 
provement of physical assets, where such investment can be shown 
to yield a long-run saving to the Government. Thus, it is poor 
economy to accept the high costs resulting from poor dock and stor- 
age facilities when it can be shown that a net saving will result from 
a moderate investment. Lack of a deep-water dock adds to the time 
that a vessel must remain in port, which in the case of the AK costs 
close to $1,000 per day. It also creates lighterage expense. Poorly 
constructed or poorly located storage causes loss from spoilage and 
increased labor expense. Poor generating and refrigerator equipment 
causes spoilage, interruptions to service, and high maintenance costs. 
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In order to reduce the long-run cost of maintaining the trust terri- 
tory government, it may be essential to invest funds for improvement 
of these facilities. It should be remembered that failure to reduce 
these long-run costs will have to be paid for by the American taxpayer. 

In order to determine what investments of this type really offer 
promise of substantial savings in operation and maintenance, it is 
suggested that the trust territory government might well find it 
worthwhile to secure the advice of competent outside engineers. A 
careful study of anticipated costs and savings by a disinterested 
engineering firm would provide a sound basis upon which to proceed 
with such a program. 

With respect to housing for government employees, such housing 
should be constructed and rented on a self-liquidating basis. Under 
sound management there is no reason why it could not be. ‘Trust 
territory employees assigned to the field are entitled to better housing 
than they have now, but there is no reason why they should not pay 
the entire cost of such housing through their rental payments. A 
program of constructing housing on that basis would therefore be 
without cost to the gove ramen. 

If this outlook is adopted, it might be practicable to turn the job of 
providing such housing over to private enterprise on some basis similar 
to that provided by the Wherry Act now used for the provision of 
housing at various military posts in the United States. The Trust 
Territory government is in position to give a guaranty to any private 
firm that such housing would be kept filled, and such a guaranty should 
provide sufficient assurance to permit a private firm to unde rtake such 
a task. This is simply a suggestion, which might be worth exploring. 

; ’ 
EDUCATIONAL PROGRAM 


The educational program adopted in the Trust Territory by the 
Navy and continued by the present Trust Territory government aims 
at giving every indigenous child an elementary education of some sort 
and at providing limited educational facilities above the elementary 
level. Thus, there is an elementary school conducted under the 
auspices of the government at substantially every island and locality 
(except where mission schools fill the need). These schools are con- 
ducted in the native tongue. Education at the junior high school 
level is provided by a district school at each of the district centers. 
High school level education is obtainable for a selected few at the 
Pacific Islands Central School, located at Truk Atoll. 

On the average island outside the district headquarters, the ele- 
mentary school is run completely by a native person frequent} with 
H radequate or no training, and with no supervision except that pro- 
vided by a brief visit from the station vessel once every 2 or 3 months. 
In some cases, it has been impossible to find an adequate teacher for a 
particular island, ard therefore, it has been necessary to use the person 
least unqualified. With such a person in sole charge of a school with- 
out day-to-day supervision, it is not hard to predict that the results 
will be poor. 

Furthermore, there is no systematic source of proper textbook 
material. American school textbooks are totally unsuitable for use by 
the native children in terms of content, aside from being in E nglish, 
which the children do not understand as yet at the elementary le vel. 
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Even if such American textbooks could be translated into each of the 
native tongues, the subject matter is so far removed from the experi- 


ence of the children that it doesn’t fit their needs. V confronted 
with this problem, top-l vel educational personnel have adopted the 
general formula that each teacher should make up his or her own 


material, 

It is probably impossible to do anything about increasing the 
amount of supervision of such outlying schools, aside from increasing 
the frequency of visits by the station vessel through use of the schooners 
to be brought into service under the new transportation plan. How- 
ever, it should certainly be possible to improve the textbook situation. 
It is my suggestion that the Trust Territory government undertake 
promptly to prepare and distribute suitable textual material to all 
schools. ‘The provision of such textual materials could make up to 
some degree for the lack of supervision and properly trained teachers. 

I recognize that there are 8 or 9 separate languages and perhaps 
several more dialects. But since the teaching at the elementary 
level must be conducted in a child’s own dialect, their appears to be no 
escape from the necessity of reproducing such material in a wide 
variety of tongues. After all, once such material is prepared in 
English, it should not be hard to have it translated into the various 
tongues and mimeographed. This is a job on which headquarters 
personnel or those at the PICS should take the lead. It is futile to 
suggest that an untrained indigenous teacher without supervision 
should make up teaching material. 

This recommendation is not intended to decry the efforts of a few 
educators throughout the Trust Territory who have energetical] 
undertaken to prepare their own text materials for use in their indi- 
vidual schools. I have seen some of these text materials which ap- 
peared to be quite suitable. The tragedy is that this record of in- 
iniative in preparing such materials is spotty. One school may have 
adequate mimeographed materials in the native tongue, but the next 
school 200 miles away across the water may have nothing at all. 

The test of the entire educational process to date is provided by the 
central school at Truk attended by natives who are ‘‘the cream of the 
crop” from al] over the Territory. Although this school is supposedly 
of high school level and the students are of high school age or older, 
school personnel frankly admit that the level of achievement is 
approximately sixth grade. Actually, comparisons with mainland 
standards are difficult, considering the language and other obstacles 
that must be contended with. It is believed that progress is being 
made toward an improved educational program. 


HEALTH PROGRAM 


The public health and medical program of the Trust Territory 
government is organized in a manner generally similar to the other 
programs. That is, there is a station hospital and a well-organized 
medical staff at each district center. At all other points in the Trust 
Territory, there is nothing but a medical aid with a small stock of 
drugs—an indigene who usually has a smattering of medical knowl- 
edge, but not much more. It must be recalled that there is, generally 
speaking, no communication between outlying islands and district 
centers other than the infrequent trips of the station vessels. On such 
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brief visits, it is hardly possible for the trained medical officer of the 
Trust Territory government to take care of anything except chronic 
eases. Any medical emergency which occurs between such visits 
must be handled by the indigenous medical aid or not at all. 

[t is difficult to make recommendations to cure this situation since 
it will never be economically feasible to provide high-level medical 
care on each of the tiny islands on a continuous basis. However, the 
Trust Territory government is taking action to improve the situation 
to the extent that seems feasible. Better medical training is being 
given to a few indigenes at the school at Suva in the British Fiji 
Islands. Although this school does not turn out graduates with a 
traming equivalent to American MD’s, it does provide an excellent 
education in the basic medical problems. 

In addition, the medical diagnostic ship now being placed in opera- 
tion should be of tremendous assistance in attacking such scourges as 
tuberculosis. It is planned that this ship will visit the various outly- 
ing islands for longer periods than it is possible for the station vessel to 
stop. Medical personnel on the ship will thereby be able to attempt 
to clean up these diseases on an island-by-island basis and gradually 
cover the entire Trust Territory in this manner. The Navy operated 
such a ship while the islands were under Navy administration. It 
visited most of the inhabited islands, and the records of its examina- 
tions were turned over to the present Trust Territory government. 


TRUST TERRITORY PERSONNEL 


It must be recognized that recruitment of first-class personnel for 
service in these lonely islands presents problems of great difficulty. 
There are definite advantages to island life. Living costs are low. 
Many of the undesirable distractions of civilized life are absent, and 
that fact has an appeal for some people. There is an opportunity for 
young people to save considerable money during a short tour of duty 
in one of the islands. Also the problems of island administration 
present a definite challenge to people with an adventurous or mis- 
sionary spirit, 

On the other hand, it must be conceded that for most Americans the 
disadvantages outweight the advantages. Fortunately, it is not 
necessary to persuade ‘‘most Americans’’ to take employment in the 
islands. It is only necessary to persuade a very few to do so. From 
the long-range point of view, it should not be impossible to find high 
quality personnel in limited numbers who would undertake the 
necessary jobs in the Trust Territory with the proper missionary spirit 
needed to do the kind of job that should be done. 

When administration of the Trust Territory was turned over from the 
Navy to the Department of the Interior in July of 1951, it was neces- 
sarv for the new Trust Territory government to recruit personnel 
rapidly to fill vacancies left by the transfer of naval personnel. Some 
mistakes were made in selecting such personnel, but these mistakes 
appear to be well on the way to correction. On the whole, your 
committee investigators were favorably impressed with many of the 
persons met in the administrative set-up throughout the Trust Terri- 
tory. The present trust territory administration appears to be well 
on the way toward building up a good corps of career public servants 
for island administration. 
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It has been suggested that the United States should adopt as a policy 
the creation of a career service in territorial or island administration 
This suggestion may have some merit, although as a practical matter 
the United States administers very few islands or territories, and the 
possibilities of such a career service are therefore severely limited 

Certain changes in personnel policies directed toward equal treat- 
ment on leave, longer tours of duty and the like, appear to be in order. 
Apparently, existing law hampe rs such reforms to some degree. It is 
understood that the personnel department of the Trust Territory 
headquarters is working on a proposal for legislative changes which 
would permit such reforms. 


ROLE OF THE INDIGENE IN CARRYING ON GOVERNMENTAL FUNCTIONS 


One of the most heartening things observed was the extent to which 
indigenous personnel are being worked into the administrative struc- 
ture of the Trust Territory government and into leading positions 
generally in the government and oats life of the Trust Territory. 
The administration has energetically advanced indigenes to the maxi- 
mum extent that their capabilities permitted. In such a situation as 
this there is always a danger that American personnel may attempt to 
guard jealously their prerogatives and rights to the better-paying 
positions, and directly or indirectly to exclude native personnel from 
any hope of advancement. No such noir was observed. 

It should be the conscious purpose of the Trust Territory government 
to advance native personnel as rapidly as poe to the point where 
they can take over the positions now filled by American personnel, 
except for those positions which our national security may require 
us to man with American personnel. Of course, the attainment of 
such a goal must lie in the distant future. At least a start has been 
made toward placing native personnel in a few positions calling for 
particular skills. 

For example, at Majuro, the superintendent of elementary education 
is a half-blooded indigene. One of the native boys is a skilled radio 
operator, while others are already performing a high degree of special- 
ized medical services. Another native is an expert at motor repair in 
the generating plant. Others take considerable responsibility for 
clerical work and recordkeeping in the hospitals and elsewhere. Most 
of the nurses in the hospitals at the districts we visited are indigenous 
girls. 

In the other districts the same general trend is in evidence, although 
perhaps not quite to such an advanced degree. 


ADMINISTRATIVE PROCEDURES OF THE TRUST TERRITORY GOVERNMENT 


One of the key questions which must be faced and dealt with by the 
Trust Territory government is the extent to which operational author- 
itv should be deco tralites | to district administrators in the field or 
closely controlled by the headquarters staff. 

In this matter, as in many others, a reasonable working compromise 
must be achieved. Some decisions will have to be retained by head- 
quarters and some functions cannot be carried on anywhere else. 
Yet it must be recognized as impractical for headquarters to attempt 
to oversee every detail of day-to-day operations in the field. Many 
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members of headquarters staff are not sufficiently familiar with actual 
field conditions, and in any case the practice of referring all decisions 
to headquarters may lead to intolerable delay in taking necessary 
action. 

lt was my observation that a somewhat top-heavy administrs — 
structure had been built up-at headquarters, and too much of 
tendency had been created to refer all prob lems from the field i 
headquarters. I believe district administrators should be given more 
authority to use their own initiative in settling problems and devel- 
oping the potentialities of their districts within the limits of their 
budgetary allotments. 

[t is my understanding that the new High Commissioner has already 
initiated vigorous action to curtail the size and functions of his head- 
quarters staff. Such action is to be commended. 

An example of the stultifying effects of too much government 
regulation is provided by the effort of the Truk Trading Co. to send a 
schooner to two small islands outside the Truk district in the Ponape 
District, Kapingamarangi, and Nukuoro. The Truk Trading Co., a 
native-owned concern, wanted to make an experimental voyage to 
these isolated islands for the purpose of selling a few trade goods and 
buying handicraft from them. The district administrator at Ponape 
was critical of the idea. It was arcued that the voyage might lead 
to the spread of disease to the two islands which were then disease-free. 
It was also argued that the purchase of the handicraft and other 
native products by the Truk Trading Co. from these two islands 
would make unprofitable the regular southern voyage of the Ponape 
station vessel. The question of whether permission would be granted 
was still unresolved at the time we were there. 

If private enterprise, including particularly native enterprise, is to 
develop, it can hardly do so if its every initiative is subject to govern- 
mental approval or disapproval. The Truk Trading Co. provided 
one of - most shining examples of native-owned enterprise in the 
entire territory. It was my feeling that this firm should have been 
given every possible ene ouragement toe xpand its opers nino in every 
possible direction to the end that native enterprise could be developed 
and could talc over the economic functions now performed by the 
government. 


ORGANIC ACT FOR THE TRUST TERRITORY 


As stated previously, one of the principal purposes of the inspection 
trip was the assumed necessity of drafting and enacting an organic 
act for the Trust Territory. During the 82d Congress a proposed 
draft of such an act was submitted by the President and introduced 
by request for the consideration of Congress by the then chairman of 
the Senate Interior and Insular Affairs Committee (S. 2992). Since 
my return, this proposal has been revised and resubmitted by the 
administration but with the proviso that further changes may be 
suggested by the Interior Department when the new High Commis- 
sioner has had an opportunity to study the pending draft. 

Subsequent to the decision to make the inspection trip, a marked 
change in the situation was created by the Executive order directing 
that Saipan and Tinian be transferred from Interior to Navy. It 
should be noted that notwithstanding this transfer, these islands 
remain a part of the United Nations trusteeship and so far as the 
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United Nations is concerned, we still have the same responsibilities 
toward them as we did before. The question then arises whether 
any organic legislation which might be enacted should attempt to 
cover the entire trusteeship including the Navy area, or should take 
the form of 2 enactments, 1 for the Interior area and 1 for the Navy 
area, or whether under existing circumstances it would be practical 
to attempt to legislate for the Navy at all. 

Furthermore, my detailed study of the situation in the trust terri- 
tory leads to the conclusion that S. 2992 as introduced during the 
82d Congress was needlessly overelaborate and that the revised 
drafts do not entirely correct this fault. For example, much of the 
matter contained in S. 2992 related to the functions of a te cing Sen 
legislature when and if established. Yet it is conceded by all con- 
cerned that it would be absolutely impossible to establish a functioning 
territorywide legislature at this time. S. 2992 also proposed to give 
authority to the government of the Trust Territory to incur a bonded 
debt, apparently on the authority of the High Commissioner. Since 
the Territory had and has only very minute revenues of its own aside 
from the Federal grant, it is absurd to suggest that the High Com- 
missioner should be given authority to bond the Territory. 

These two weaknesses have been corrected in the subsequent drafts 
of the proposed organic act. Yet I feel that even the latest draft is 
needlessly overelaborate and attempts to write into law much too 
much detail in a situation where broad authority must necessarily be 
given to our administrative agency. 

As pointed out above, very few of the indigenes have any concept 
at all of territorywide policies to meet the needs of the entire area. 
The people of the trust territory do not have a common language as 
yet. In fact, most of them do not even have any concept of the 
problems of their own districts. In most cases, the outlook of the 
Micronesian is limited to the problems of his own individual island 
or ‘‘extended family.” 

The utmost that may be expected from the Micronesian today 
along the line of politic ‘al development is his performance of an 
advisory function. The makeup of advisory bodies and the extent 
to which their advice will be followed by our Government are things 
that cannot practically be foreseen or provided for at this time. 

With respect to organic legislation, it is suggested that a very 
simple form should be followed. For the immediate future no kind 
of representative government is possible at all. That means that all 
decisions, laws, and regulations will have to be issued under the author- 
ity of nonrepresentative officials appointed or employed by the 
United States Government beginning with the High Commissioner. 
This may seem arbitrary, but there is no escape from it. That is 
how it functions now. 

I therefore suggest simple legislation placing authority in the High 
Commissioner to make all necessary decisions and to enact laws and 
regulations in all fields on his own authority. The only practicable 
check or abuse of such authority would appear to be a requirement 
that the Interior Department or the congressional committees or both 
should have the power to review and disapprove such enactments. 

Further, such legislation might formally constitute the judiciary in 
the area, making it independent of the executive and specifying the 
extent of its powers. 
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Such an act might also include a shortened bill of rights, although 
even here the greatest care must be taken before guaranteeing rights 
to natives which they do not need and do not understand. Even 
such an elemental guarantee as that contained in our Constitution 
against “involuntary servitude’? may not be workable in the trust 
territory in the face of established labor practices and tribal customs 
which appear to work well. On some islands the chiefs have authority 
to require the labor of every ablebodied person to cope with such 
emergency needs as the loading of copra. The most careful thought 
should be given before action is taken to outlaw such practices by 
means of blanket provisions against “involuntary servitude.”’ 

It might also set up certain definitions as to citizenship status of 
the ‘alien nes and their place within the American scheme of things. 

Beyond these points listed above, it is difficult to see what legisla- 
tion could accomplish, and further study might easily reveal that 
many of these points could be dispensed with. Legislation of some 
type is oby ously essential to give spec ific legislative authority to our 
operations there, in order to justify annual appropriations. Legisla- 
tion along the above lines is at least deserving of study, and I there- 
fore suggest to the Interior Department that the propose d organic act 
be redrafted along these lines for submission to Congress and further 
detailed consideration. In the meanwhile, I believe no great harm will 
be done if the trust territory government continues to function for the 
time being under terms of a simple continuing resolution along the 
lines of Senate Joint Resolution 6, which is now pending. 


SOURCE MATERIAL 


The student desiring a good basic background regarding the Trust 
Territory, particularly with respect to the activities and problems of 
the United States Government there, will find it convenient to consult 
the various documents and studies which have been prepared by 
representatives of governmental and official bodies. Among these 
are: 

Handbook on the Trust Territory of the Pacific Islands, prepared 
and published by the United States Navy Department in 1948. 

Annual reports by the United States to the United Nations, pursuant 
to the provisions of our trusteeship agreement. Until 1951 such 
annual reports were prepared by the United States Navy Department; 
the 1952 report by the United States Department of the Interior. 

Annual reports by the High Commissioner to the Secretary of the 
Interior. 

Reports on the Trust Territory by two United Nations Visiting 
Missions, one in 1950 and one in 1953. 

A report entitled “The Governing of Micronesia,” by Mr. Kenneth 
Kugel of the United States Budget Bureau, based on a field survey 
conducted in 1952. 

A report entitled An Economic Perspective of the Trust Territory 
of the Pacific Islands by Mr. Donald J. O’Connor, economist on 
contract with Island Trading Company. 

A report on the Present Sea Transportation System in the Trust 
Territory with Recommendations for Required Changes by staff 
members of the government of the trust territory, 1952. 

Annual Interior Department appropriations hearings before sub- 
committees of the Senate and House Committees on Appropriations. 
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APPENDIXES 


The following memoranda and tables have been supplied me by the 
Trust Territory government and ar incorporated hereim as appen- 
dixes, m further explanation of some of the points discussed in the body 
of this report: 

APPENDIX A 


THE Copra INDUSTRY IN THE TRusT TERRITORY OF THE Pactiric ISLAN 


Copra, presently the most valuable export of the Trust Territory is the dried 











meat of the coconut Its production has long been the most importar ncome 
producer for the Micronesians Although e produced crops of sugar- 
cane in the Marianas and developed the fisheries of the territory to the point 
where copra ranked third in importance as an export of 1 area, copra remained 
the most important money crop to the Micronesians because of the fact that 
very few Micronesians were employed in either the shing 
industry, while the bulk of copra production was To 
produce copra, the coconuts are first husked, the nu the 
meat is dried for a time in the half shell until it becor eat 
from the shell. The meat is then removed and cu onger 
period. The meat may be dried in the sun, in shed ) or if 
special copra dryers. The finished copra is graded according to color, oil content, 
and maturity. Three grades are recognzied, and prices are paid according to the 
grade. Sun-dried copra is the type that is preferred, although there is some 


artificially dried copra produced in the Trust Territory 


Production of copra in the Trust Territory, especially in the western Caroline s 
I I y ; 
and the Marianas has been subject to natural dangers of great effect. Inthe 1900’s 
production in the Marianas and western Carolines suffered from the devastating 











effects of typhoons and the equally devastating effec of an insect that was 
introduced from the Philippines At present, the production of copra in the 
western Carolines is suffering from th roduction du e war of the rhi- 
noceros beetle which breeds in dead-coconut stumps and logs and eats the foliage 
of the growing coconut trees Introduction of a predatory wasp has not yet 
been successful in controlling the rl cer beetle, and co lerable wor being 
done to clean up the breeding places of t beetl the war-torn areas rhe 
spread of the beetle is being guarded st by quara measur Other 
pests are being kept in check by natural enemies and by constant vigilance 


Despite the destruction of bearing-coconut trees during the war, and the ravages 
of the rhinoceros beetle, copra production (table I) is on the upswing, and com 
pares favorably with production achieved during the Japanese period. The 
Japanese paid subsidies of 20 yen per hectare for new plantings of coconut trees 
100 to 200 trees to the hectare, and 10 yen per hectare in cases of improvement or 
100 to 200 trees per hectare In 1932, they 





clearing of palm forests containing 1932 
added a subsidy of one-quarter of the price of establishing a new copra dryer 





The government of the Trust Territory | he production of copra 
except at the Metalanim plantation at Ponape, and the recovery of the copra 
industry is due to the initiative of the producers who have been encouraged by 
the fair prices which they receive from the Island Trading Company. Export 
value of copra is attached as table I] \ comparison of the areas of palm forests 
in 1923 and 1938 is attached as table III. 





FUTURE COPRA PRODUCTION 


Production in the future is, of course, difficult to predict. Indications are 
however that there will be a continued rise in production if prices can be main- 
tained somewhere near present levels. Some of the factors which will effect 
yield and production in the future are: 

(1) Application of scientific techniques to the improvement of the coconut 
palms such as selection of planting stock for early maturity and increased yields, 
and experimentation in the use of fertilizers. Experiments conducted elsewhere 
in the Pacific on palm selection have resulted in a doubling of the yield of copra 
per acre. 
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(2) Depredations by the rhinoceros bettle in the Palau district have seriously 
affected production there. If the beetle cannot be brought under control there, 
and if it should spread to the other areas, the industry could be ruined. However 
present indications are that the beetle problem will not reach serious proportions 
in other areas of the Territory. 

(3) Technological improvements in the production of edible coconut oil which 
would not be applicable in the Trust Territory because of geographic factors could 
have a seriously depressing effect upon the demand for trust territory copra. 
An example of such an improvement is the Robledano-Luzuriaga process for the 
extraction of oil and protein from fresh coconut meat Increase of the use of 
detergents could similarly depress the demand for copra. 

Despite the factors which may cause a lessening of demand for copra, the 
coconut palm, due to its many uses, must continue to occupy a very important 
part in the economy of the Trust Territory, both as a subsistence crop and for cash 


income. 





TABLE I.— Production of copra, Trust Te rritory of the Pac fic Islands 


[Metric tons] 


Fiscal year Total |Marshalls) Ponape Pruk Yay Palau Saipan 

Late 1890’ 5, 150 3, 000 3850 31,000 300 
19 4, 052 © 
1 58 
19 7, 888 3, 976 2, 090 1, 203 226 116 277 
1924 8, 360 4, 556 1, 548 1, 529 255 129 343 
l 9, (90 5, 446 1, 720 1,616 338 239 431 
1929 777 
193 12, 49 
l 1. 22¢ 
1932 z 9 520 
1938 j 14 9 6, 389 3, 517 2. 458 1, 090 600 RR4 
1948 7,811 3, 181 2, 160 1,710 3 42 18 
1949 7, 354 3, 164 2, 365 1, 316 3 436 7 
] 4 820 3, 496 2, 857 Lv 518 171 

A 10, 531 oo ~ anene ° 
1902 i . 11, 624 4, 645 3, 234 1, 921 598 620 606 


Probably contains some duplication 
2 Includes Truk 


3 Includes Palau 


TABLE I] -Exx ports of PO pra fr ym the Trust Territory of the Pac fic Islands 


Dollar Rate of 


Fiscal yer Value 
cal year luc equivalent exchange 


Yen equals— 
$0. 5133 

. 5321 

. 5178 

. 5037 

. 4825 

. 4780 

4858 

4119 

. 4104 

. 4741 

. 4641 

. 4610 

4939 

i9 2, 783 550, 433 4885 
+ 8O3 . 2811 
2871 


875, 865 . 2880 








1048 2 
194 





! Contains some reexports 
3 Dollar value represents price paid to producer 
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TABLE IIT.— Areas of palm forests during the Japanese period 


Area in hectares ! 


Branch bureau 


1923 138 
Saipan __. 3, 581 2, 794 
Palau __. 748 1, 974 
Yap 2, 721 3, O87 
Truk 2 4, 238 
Ponape 4, 767 7, 583 
Jaluit (Marshalls) 10, 382 12, 106 
Total 2 8 32.0 


11 hectare equals 2.47 acres 





During the 1860’s the copra trade began to assume prime importance in the 
area which is now the Trust Territory of the Pacific Islands. In 1860, tl 

mans opened a permanent trading station in the Marshall Island In 1864, 
Adolf Capelle was sent to Ebon in the M: alls as the permanent resident repre- 
sentative of the company. Capelle immediately began to develop organized pro- 
duction of copra in the Marshalls, and later entered into a partnership with a 
Portuguese named De Brum, and purchased the island of Likiep. Although the 
Marshalls were in the copra business on a large s 








Crer- 











» earlier than the other islands 









of Micronesia, the activities of the Germans s ad early to the Carolines In 
the middle 1860’s German vessels began to trade in the other islands. Goddefrov 
& Sons, and Hernsheim & Co., both of Hamburg, were quite active in this early 
period of the copra trade. In 1869, Goddefroy & Sons opened a station on Yap, 
entering into competition with O’Keefe’s concern which had built up trade in 
that area. After 1870, Goddefroy & Sons opened stations at Kusaie and Ponap 

Capelle & Co. had already expanded its business to Ponape by that time In 
1873, Goddefroy & Sons opened a station at Ebon, the same yea 1 which anotl 

German company, Hernsheim & Co., established stations at | 1, Wolei, and 
Yap. In 1876, Hernsheim & Co. opened a station at Jaluit in the Marshalls 
Another German company, Deutches Handels Und Plantagenesellischaft, the 


largest German concern in Pacific trade opened stations on Losap, Lukunor 
Nukuoro, and Ponape in 1883, and in 1885 also had stations in Palau, Uli 

Yap. In 1887, the Jaluit Co., with a capitalization of 1,200,000 marks was formed 
by the amalgamation of the leading German firms and dominated the copra trade 
in the Marshall Islands until 1905 when its monopoly was broken by the German 
Government. 

The Japanese entered the copra trade late, but between 1890 and 1914, were a 
thorn in the side of the German traders in the Carolines In 1890 the Japanese 
Government capitalized the Nanto Shokai to tra nthe Marianas and Carolines, 
which opened a branch on Ponape. In 1891, Kaitsu Sha and the Koshin 
Sha organized and opened stations on Truk. The Kaitsu Sha disappeare¢ 
shortly. Ir 1892. the Nanto Shokai w aken over by the Hitotsuva Shokai. 
In 1893, the Koshin Sha transferred its activities to the western Carolines, and in 


1895 the Hitotsuva Shokai opened a second branch office in Truk One of the 


ae 




















most successful Japanese companies was organized in 1893, called the Hioki Co., 
which had branches on Ponape and Truk, as well as in the Marianas. In 1899 
this company was barred for selling firearms to the islanders, and by 1901 all 
other Japanese co 1 | i 
barring of the Japanese gave the Jaluit Co. almost a complete monopoly in copra 
until 1905, when international pressure caused the German Government to 
abolish the company’s preferential position 

The Marianas Islands were sold to Germany in 1899, with the exception of 
Guam, which was an American possession. Copra production never assumed 
much importance in the Marianas, although 1,000 Carolinians were brought in 
by the Spanish to cut copra. A blight and typhoons effectively reduced the 
production of the area. 

After the Jaluit Co.’s monopoly was broken in 1905, the Japanese returned to 
the islands and formed the Nanyo Boeki Kaisha, which was a consolidation of 
the Hoiki Co. and another Japanese firm, the Muruyama Shokai. The company 
flourished despite official discouragement by selling shoddy but cheap goods to 
the islanders, and was serious competition to the Germans. In 1912, the Jaluit 







cerns in the area had been barred for similar reas The 
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Cx formed the West Caroline Co The German Government bought 5.662 
ectares of land at less than 10 marks per hectar and leased it to the company for 
the production of copra. In 1913, the vear before the World War, and the loss 
of the islands to the Japanese, plans were being made for the formation of an 
Kast Carolines company 

The Jaluit Co. had obtained its monopolistic position originally by assuming 
the costs of administering the Marshall Islands. Along with the administration 
he Marshalls came power to tax copra and shut out competition The svstem 
of production in the Marshalls was unique, in that the Germans used the political 
structure of the Marshallese to advantage. The people were accustomed to pay- 
ing a portion of whatever they produced to the chiefs of the clan whose lands they 





utilized By encouraging the raising of copra, the chiefs, taking half of the pro- 

ame rich and powerful [The Germans taxed the chiefs bv placing a 
levy I pra on each island. The chiefs were allowed to keep a third of what 
thev collected In 1890, the copra levy was 300,000 pounds for all the islands of 
the Marshalls. The produce of each plantation was divided into two periods 


first half year of production of each planation went to the chief who paid 


the copra levy from it, and also sold the rest for his own profit. The second half- 
1 tion went to the commor ers, At the end of the 19th centur there 

é ibout 15,000 plantations in the Marshalls producing about 3,000 to 4,000 
tons of copra annualls In the Carolines, copra was produced on both 





large plantations under foreign ownership, and on traditionally owned land. In 
all areas the Germans encouraged the growing of coconut trees, and taught the 
islanders how to select the best seed coconuts. 


JAPANESE PERIOD 


The Japanese turned over the monopoly of the Jaluit Co. to the Nal vo Roeki 
Kaisha. The German traders were ousted, and other countries were discouraged 
from trading, leaving the Japanese in complete control of the trade of the area. 
Although the Japanese instituted a poll tax in the mandated territory, the copra 
tax of the Marshalls was retained, and the old system was continued. Table IV 
shows how the system of taxation in the Marshalls worked under the Germans, 
and later the Japanese. 

In 1921, the Japanese modified the German system by changing the collection 
of the chiefs to half of the value of the copra produced throughout the vear, as 
the commoners had begun the practice of withholding some of the production of 
the first half of the vear and claiming that it was produced in the second half. 
During the depression, the price of copra dropped to 8 sen per kilogram, giving 
the chief a share of 4sen per kilogram. When the price of copra rose, the Japanese 
changed the system again, by reducing the share of the chief to only 4 sen per 
kilogram although the price of copra rose to 30 sen per kilogram. 

During the Jananese period, coconut brokers resided in the villages, and bartered 
for coconuts, : in some cases paid cash for copra. They had special contracts 
wit! other co inies from whom thev received goods that were in demand with 
the islanders. They also acted as moneylenders, and some were in the bootlegging 
business, selling or trading liquor which was forbidden the Micronesians. 


AMERICAN PERIOD 


After the American occupation of the islands, military, and later civil governe 
ment was set up by the Navy, and the United States Commercial Company, an 
instrumentality of the Reconstruction Finance Company, was formed to fill the 
commercial vacuum, The United States Commercial Company encouraged the 
copra trade, and in 1948, an instrumentality of the Trust Territory government, 
the Island Trading Company of Micronesia began its operations. In 1950, a 
copra stabilization fund was formed. Under the present system of operation the 
Island Trading Company is the sole agent of the Copra Stabilization Board. All 
lrust Territory copra is collected and sold for the Board by the Island Trading 
Company. Copra producers during time when prices are high contribute to the 
fund. When prices are depressed the funds are withdrawn to support the field 
prices. The copra stabilization fund is the property of the copra producers in the 
‘Trust Territory. 

Private buyers began to be attracted to the Trust Territory during the prosperous 
years of 1949 and 1950, but it was deemed desirable that exports of copra be lim- 
ited to the Island Trading Company. The reasons for this are twofold. The oper- 
ation of the stabilization fund would be endangered if private companies bought 
during period of high copra prices and withdrew from the market in times when 
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prices were low, preventing the copra stabilization fund from obtaining money 
to use during periods of low copra prices. Also, it was felt that commercial buyers 
of copra would concentrate on large copra centers, making it imp le to maintain 


an adequate field price on the smaller islands 
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APPENDIX B 
SuMMARY REVIEW OF THE ISLAND TRADING COMPANY 


Incorporation.—The Island Trading Company was incorporated by special 
proclamation of the Naval Governor of Guam dated December 8, 1947, by and 
with the consent of both Houses of the Guam Congress in joint session. 

Purposes.—The charter states that the purpose of the Company ‘‘shall be to 
promote the economic advancement and self-sufficiency of the inhabitants of the 
trust territory in compliance with article 6 (2) of the trusteeship agreement.” 

Nature of operations—The Company is authorized to buy and sell trade goods; 
to operate trading facilities throughout the Trust Territory; to purchase products 
or manufactures of the inhabitants of the trust territory; to establish or construct 
stores, warehouses, or other facilities; to borrow money from the Bank of Guam 
or from other banking or financing institutions, to incur debts and extend credit; 
and ‘“‘to do and perform all acts and things whatsoever which are necessary, 
suitable, convenient, or proper in connection with or incidental to the foregoing 
objects, purposes and powers.”’ 

Ownership.—The charter provides that the Company is to be wholly owned by 
the government of the trust territory of the Pacific Islands and that all stock 
shall be issued to the Deputy High Commsisioner of the Trust Territory of the 
Pacific Islands. 

Organization and management.—The charter directs that the principal officers 
and the directors of the Company shall be appointed by the Deputy High Com- 
missioner of the Trust Territory of the Pacific Islands. Accordingly C. C 
Stewart has been appointed president and W. L. Payne III, acting treasurer and 
comptroller. Provision is also made for a board of not less than 3 nor more than 
7 directors. All actions of the board are subject to the approval of the Deputy 
High Commissioner. The present Board of Directors is composed of the following: 

James A. McConnell, Chairman, Deputy High Commissioner 
C. C. Stewart, President, Island Trading Company 

Paul R. Griffin, Director of Finance and Supply 

Dr. H. L. Marshall, Director of Public Health 

H. Baker, Director of Economie Affairs. 

H, G. Marshall, Attorney General. 

W. L. Payne III, Acting Treasurer, Island Trading Company. 
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Initial working capital—The Company secured a loan from the Bank of Guam 
on December 15, 1947, in the amount of $150,000 at 3 percent per annum. This 
loan was repaid by the Island Trading Company on February 12, 1948. Trade 
goods, inventories and equipment in the Territory belonging to the United States 
Commerical Company were made available to the Island Trading Company and 
paid for out of earnings on July 26, 1948, at a cost of $451,558. 

Activities. —The essential activities of the Island Trading Company are the pur- 
chase of island products and their sale in world markets and the purchase and sale to 
the islanders of needed trade goods. Copra, which is the major export, is pur- 
chased from the islanders by ITC field offices and is shipped aboard Pacific 
Micronesian Line operated vessels either to Guam for transshipment to markets 
in the United States and Japan or directly from the district centers to those 
markets. Freight costs for such shipment are charged and paid out of receipts 
from the sale of ‘he covra. 

Statistics on the purchase and sale of copra and other commodities follow: 


> J } P . 
I irchase and sale of copra 











Purchase | Sales 
Fiscal year - . a — 

Short tons Amount | Short tons Amount 
1948 (6 months ended June 30 5, 215 $483, 880 5, 022 $1, 433, 262 
1949 8, 002 747, 428 6, 321 1, 352, 495 
1950 9, 720 782,043 10, 739 1, 772, 955 
1951 11, 606 1, 269, 462 7, 823 2, 177, 029 
19. 12, SOY 1, 249, 454 2, 142, 258 
1953 (6 months ended Dec. 31 : 313, 538 557, 540 

Handicraft and other native products 
Handicraft rrochus Other 
Year 

Purchases sles Purchase Sales Purchase Sales 
1950 $64, 390 $45, 651 $42,115 $15, 905 $11, 841 
1951 , 54 51, 460 82, 532 83, O86 23, 563 8, 262 
1 39, 284 37, 652 128, 716 44, 531 396 2, 473 
1953 6 months ended Dec. 31 19, 417 27, 808 100, 997 120, 741 43 73 

Trade goods 

PF ises ns >urchases Sales to 
Fiscal year Purchase Micronesians 
1948 $329, 660 $766, 250 
1949 1, 484, 890 1, 399, 763 
1950 781, 876 1, 339, 497 
19 1, 529, 026 1, 706, 515 
195: | 1, 568, 427 | 2,044, 327 
1953 (6 months ended Dec. 31) 676, 955 818, 049 


Federal obligatton.—During the period of naval administration of the Trust 
Territory a bookkeeping charge was made against the Island Trading Company 
for shipment of its goods aboard naval vessels from the United States to Guam 
and Kwajalein and from there to points within the Trust Territory. On June 30, 
1952, the amount due as a result of these charges was $1,801,933.74. As of April 
17, 1953, $1,200,000 of this amount had been paid to the Treasurer of the United 
States and the remainder will be paid as required by law. 
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APPENDIX C 
Trust TERRITORY OF THE Paciric ISLANDS CopRA STABILIZATION FuND 


The fund is operated as a revolving fund in the following manner: The Copra 
Stabilization Board sets the field price to be paid for copra over stipulated periods, 
usually 3 months unless market prices fluctuate severely during the period set. 
In such cases field prices are reestablished. 

The Island Trading Company either directly or through local trading companies 
pays the established field price for copra picked up on field trips of the district 
vessels or @ slightly higher price for copra delivered to district centers. The 
copra is sold in world markets through commercial brokerage houses employed 
by the ITC. At quarterly intervals of the fiscal year or at the time of con- 
summation of each major sale when there are severe market fluctuations and 
after adjustments have been made for shrinkage and acid content in the copra, 
payments are made into or from the Copra Stabilization Fund. To determine 
the amount of payment all elements of cost are added which may be approximated 
on a tonnage basis as follows: 


From To— 
Field price paid $60. 00 $120 
Trust territory processing tax (15 percent) 9. 00 is 
Freight and handling charges to district centers 15. 00 
Freight from district center to Guam. 115.00 
Guam transshipment costs 13. 50 |. : 
Freight, Guam to Japan or United States 15. 00 23 
Insurance, brokerage, supplies, and overhead 23. 00 
Fixed fee to ITC : 7.50 
Total J 158. 00 235 
Direct shipments from Trust Territory to Japan carry a $25 rate and from 
trust territory to United States a $33 rate with possible savings of_...... 18. 00 
140. 00 235 





1 Direct shipments from Trust Territory. 


The difference between these costs and the market price is paid into the stabi- 
lization fund if the costs are the lesser figure. If the accumulated costs are 
greater than the market price received, the difference is paid to the ITC as 
reimbursement to avoid loss in their operation. 

During fiscal year 1951 market prices ranged from $200 to $315 per ton and 
during fiscal year 1952 from $118 to $140. 

Payments into the fund prior to fiscal year 1952 brought the fund up to approx- 
imately $285,000 to which $105,000 was added early in the fiscal year. With- 
drawals as high as $40 per ton during the latter part of the year brought the fund 
down to $52,000. Further withdrawals due to low market prices continuing in 
fiscal 1953 nearly exhausted the fund, although the field price was dropped to 
$60 at one period. The market has recovered now and substantial payments 
are again being made into the fund with a field price set at $90. If the market 
holds at its present levels, it is anticipated that the fund will reach a $500,000 
balance. The policy is not to increase the fund beyond that point but rather to 
increase field prices if the market remains high after the $500,000 balance has 
been accumulated. 

Additional data on copra production 


Total tons of copra produced fiscal year 1952 (short tons)--------- | 12, 809 
Total ITC income from copra sales - - - ~~ -~---- tes : $2, 142, 259 
Payments made to Micronesian producers - - - Seas a _ 1,565, 095 
Expenses of freight handling and overhead _----- --- ee 858, 139 

Net loss made up by stabilization payments 280, 975 
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APPENDIx D 


lands, statement of estimated revenue by source and 


application 


Fiseal year— 


1954 


$12, 000 


23, 000 
32, 300 
6, 500 


4, 600 


66, 400 


909. 000 


) 
180, 000 
4, Y20 
» 000 


> 000 


45, 904 


310. 000 


520, SO6 307, 500 





rN 


